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INTRODUCTION 

The  First  Annual  Conference  on  State  and  Local  Taxation 
held  under  the  auspices  of  the  National  Tax  Association,  at 
Columbus,  Ohio,  November  12-15,  1907,  was  the  occasion  of  a 
notable  gathering  of  educators  and  administrators,  college  and 
university  professors  of  political  economy,  and  State  and  local 
tax  commissioners.  The  volume  of  proceedings  issued  by  the 
Association  contained  many  valuable  papers  on  topics  of  current 
interest. 

The  Conference  was  greatly  pleased  to  be  able  to  welcome  as 
its  guests  officials  of  several  Canadian  Provinces.  Following 
upon  the  cordial  feelings  and  mutual  interests  thus  aroused. 
Sir  James  Whitney,  Premier  of  the  Province  of  Ontario,  sent 
the  following  invitation: 

"Officb  of 

"THE  PREMIER  AND  PRESIDENT  OF  THE  COUNCIL,  ONTARIO. 

"Toronto,  August  6th,  1908. 
"My  dbab  Sir: 

"I  wish  on  behalf  of  the  Government  of  Ontario,  to  extend 
to  the  National  Tax  Association  a  cordial  invitation  to  hold  its 
Second  Annual  Conference  in  this  city,  October  6-9,  1908. 

"  On  behalf  of  the  People  of  the  Province  of  Ontario,  I  assure 
a  most  cordial  welcome  to  the  members  of  the  Association  and 
to  all  delegates  appointed  by  the  Governors  of  the  several  States 
and  by  the  Presidents  of  the  Universities  of  the  United  States. 

"In  extending  this  invitation,  I  have  pleasure  in  expressing 
the  high  appreciation  felt  by  the  representatives  of  Canadian 
Provinces  and  Universities  who  attended  the  First  National  Tax 
Conference,  held  in  Columbus,  November  12-15,  1907,  of  the 
cordial  reception  extended  to  them,  the  high  and  comprehensive 
character  of  the  work  of  the  Conference,  and  of  the  spirit  of 
international  comity  expressed  by  the  action  taken  to  broaden 
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the  Association  by  changing  its  title  of  'National'  to  that  of 
'International  Tax  Association.' 

"  In  furtherance  of  the  plan  and  purpose  of  the  Conference,  I 
shall  ofi&cially  invite  the  Premier  of  each  Canadian  Province  and 
the  President  of  each  University  to  appoint  the  designated  num- 
ber of  delegates  to  attend  the  Conference  as  representatives  of 
their  respective  Province  and  University. 

"I  approve  most  heartily  the  objects  of  the  Association  as  I 
find  them  expressed  in  its  proposed  Constitution : 

"'To  formulate  and  announce,  through  the  deliberately 
expressed  opinion  of  an  Annual  Conference,  the  best  informed 
economic  thought  and  administrative  experience  available 
for  the  correct  guidance  of  public  opinion,  legislative  and 
administrative  action  on  all  questions  pertaining  to  State 
and  local  taxation,  and  to  interstate  and  international  comity 
in  taxation,' 

"  The  valuable  work  accomplished  by  the  National  Tax  Associa- 
tion at  its  first  annual  Conference  leads  me  to  believe  that  great 
benefit  will  accrue,  not  only  to  the  people  of  the  United  States, 
but  also  to  the  people  of  Canada,  by  holding  the  second  Conference 
at  Toronto,  and  I  hope  the  attendance  will  be  as  representative 
of  the  United  States  as  I  assure  you  it  will  be  of  Canada. 

"  With  a  sincere  purpose  to  aid  in  every  proper  way  in  making 
the  Toronto  Conference  of  the  National  Tax  Association  a  notable 
success,  and  with  kind  regards  for  each  of  its  members  and  dele- 
gates, believe  me, 

"Yours  faithfully, 

(Signed)  "J,  P.  Whitney, 
••  Prime  Minister  and  PreaiderU  of  the  Council. 

"  Allen  R.  Foote,  Esq., 
••  Prendent,  National  Tax  ABSociation, 

"  Columbusy  Ohio,  U.S.A.'' 

The  invitation  was  accepted  on  behalf  of  the  Association,  and 
Mr.  Allen  Ripley  Foote,  president  of  the  National  Tax  Associa- 
tion, in  turn  extended  an  invitation  to  the  Governors  of  the  States 
of  the  Union  and  to  all  universities  in  the  United  States  contain- 
ing a  department  of  economics  to  appoint  delegates  to  the  Toronto 
Conference.  Sir  James  Whitney  on  his  part  extended  similar 
invitations  to  the  Canadian  premiers  and  Canadian  universities. 


INTRODUCTION  11 

A  local  committee  of  arrangements  in  Toronto  was  appointed, 
consisting  of  the  following  gentlemen  : 

G.  R.  Geaky,  K.C,  Chairman,  Traders  Bank  Building. 

G.  B.  Wilson,  Secretary,  City  Hall. 
Hon.  Thos.  Ckawfokd,  M.P.P.  Joseph  Oliver,  Mayor. 

Hon.  J.  J.  FoY,  M.P.P.  F.  S.  Spence. 

Hon.  R.  a.  Pyne,  M.D.,  M.P.P.  H.  C.  Hocken. 

W.  K.  McNaught,  M.P.P.  A.  J.  Keelee. 

John  Shaw,  M.P.P.  J.  W.  Woods. 

T.  R.  Whiteside,  M.P.P.  S.  Morley  Wickett. 

Geo.  H.  Gooderham,  M.P.P.  Angus  MAcMuReHY,  K.C. 

W.  D.  McPherson,  M.P.P.  G.  M.  Mdrray. 

Thirty-five  States  of  the  American  Union  and  five  of  the 
Canadian  Provinces  appointed  delegates  ;  and  at  the  Conference, 
twenty-four  States,  five  Provinces,  and  eighteen  American  and 
Canadian  universities  were  represented.  Lists  of  the  delegates 
and  speakers  follow  this  introduction. 

It  will  be  seen  that  the  delegates  and  speakers  may  be  grouped 
in  three  divisions : 

1.  Tax  officials,  including  State  and  local  administrators. 

2.  Teachers  of  the  theories  of  taxation  in  the  universities  and 
colleges  of  the  land. 

3.  Representatives  of  the  taxpayer. 

The  fact  that  these  three  groups  are  thus  represented  and  that 
their  representatives  participated  freely  in  the  Conference  by  the 
reading  of  papers  and  in  the  discussions,  is  the  best  illustration 
of  the  purpose  of  the  Association  as  expressed  in  the  Constitution. 

To  bring  together  the  students  and  teachers  of  the  theories 
of  taxation,  to  invite  the  tax  administrators  to  recount  and 
explain  the  problems  and  difficulties  and  the  practical  effects  of 
administering  the  various  systems  of  taxation,  and  finally  to 
obtain  the  criticism  and  suggestions  of  those  who  pay  the  taxes, 
is  the  surest  way  to  secure  the  gradual  elimination  of  the  evils 
and  inequalities  of  taxation  and  to  bring  about  the  comity  between 
states  and  nations  which  the  Association  seeks  to  promote. 

The  resolutions  adopted  unanimously  by  the  Conference  repre- 
sent the  opinions  of  administrative  officials  who  are  in  direct  con- 
tact with  practical  questions  demanding  immediate  solution,  and 
the  opinions  of  educators  who  are  more  free  to  regard  economic 
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questions  from  a  philosophical  standpoint.  The  conclusions 
agreed  upon  by  those  who  approach  the  question  from  these 
divergent  points  of  view  may  therefore  be  regarded  as  meeting 
the  tests  of  economic  soundness  and  present  availability.  The 
resolutions,  moreover,  are  framed  by  delegates  exclusively,  as  no 
one  can  vote  in  the  Conference  who  does  not  hold  credentials  from 
the  Governor  of  a  State,  the  Premier  of  a  Province,  or  a  College 
or  University. 

Professor  Charles  J.  Bullock,  Chairman  of  the  Resolutions 
Committee,  expressed  the  feeling  of  the  Conference  when  he  said 
(see  Eighth  Session)  that  the  resolutions  should  be  confined  to 
statements  of  general  principles  which  met  the  approval  of 
substantially  all  the  delegates,  as  harmony  is  essential  to  the 
influence  of  the  Conference  on  public  opinion. 

The  morning  and  afternoon  sessions  of  the  Conference  were  held 
in  the  Reception  Room  in  the  Parliament  Building,  through  the 
courtesy  of  the  Government  of  the  Province  of  Ontario.  On 
Wednesday  and  Thursday  the  members  of  the  Conference  were 
the  guests  of  the  Provincial  Government  at  luncheon  in  the 
Speaker's  Rooms  in  the  Parliament  Building.  The  evening 
sessions  were  held  at  the  King  Edward  Hotel,  where  the  mem- 
bers of  the  Conference  were  tendered  a  reception  on  Wednesday 
evening  by  the  local  committee  on  arrangements  and  a  luncheon 
on  Friday  as  the  guests  of  the  City  of  Toronto. 

The  Association  has  changed  its  name  from  National  Tax 
Association  to  International  Tax  Association.  This  action  was 
taken  pursuant  to  the  vote  of  the  annual  meeting  of  the  Associa- 
tion in  Columbus,  Ohio,  in  1907,  when  the  presence  of  Canadian 
officials  and  administrators  and  the  recognition  of  the  progressive 
methods  in  use  in  Canada,  made  it  seem  desirable  to  broaden 
the  scope  of  the  Association's  purpose  and  work  to  include  our 
Canadian  brethren. 

The  Constitution  adopted  at  the  Toronto  meeting  is  printed  in 
this  volume  for  the  twofold  purpose  of  advising  members  and 
prospective  members  of  the  organization  scheme  of  the  Associa- 
tion, and  also  to  state  clearly  to  the  public  the  fact  that  the  annual 
Conference  is  wholly  in  the  hands  of  the  delegates  and  is  safe- 
warded  from  any  influence  which  the  Association  might  desire 
to  exert  in  behalf  of  any  particular  scheme  of  taxation.  (See 
Article  VI.) 
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As  provided  in  the  new  Constitution,  arrangements  will  be 
made  by  the  Executive  Committee  for  the  annual  Conference 
next  year. 

The  feeling  of  obligation  to  our  president,  Mr.  Allen  Ripley 
Foote,  and  appreciation  of  his  efficient  work  in  promoting  the 
first  Conference  held  last  year,  was  deepened  among  our  members 
by  similar  efforts  on  his  part  this  year.  The  International  Tax 
Association  would  not  exist,  and  its  two  successful  annual  con- 
ferences would  not  have  been  held,  except  for  his  untiring  efforts. 

A.  C.  PLEYDELL, 
LAWSON  PURDY, 
EDWARD  L.  HEYDECKER, 

Committee  on  Publication. 
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RESOLUTIONS    AND    CONCLUSIONS    ADOPTED 
BY   THE   CONFERENCE 

Reaffirmation 

1.  "  Resolvedy  That  this  Conference  reaffirms  the  resolutions 
adopted  at  the  meeting  held  at  Columbus,  Ohio,  November  12-14, 
1907,  as  follows : 

Constitutional  Restraints 

"  Whereas,  The  greatest  inequalities  have  arisen  from  laws 
designed  to  tax  all  the  widely  differing  classes  of  property  in 
the  same  way  and  such  laws  have  been  ineffective  in  the  produc- 
tion of  revenue,  and  whereas  the  appropriate  taxation  of  various 
forms  of  property  is  rendered  impossible  bj'  the  restrictions  upon 
the  taxing  power  contained  in  the  constitutions  of  many  of  the 
States : 

"  Resolved,  That  all  State  constitutions  requiring  the  same  taxa- 
tion of  all  property,  or  otherwise  imposing  restraints  upon  the 
reasonable  classification  of  property,  should  be  amended  by  the 
repeal  of  such  restrictive  provisions." 

Taxation  of  Inheritances 

"  Whereas,  The  several  States  are  now  taxing  inheritances  with 
marked  success,  and  need  all  the  revenue  that  can  properly  be 
drawn  from  this  source ;  and 

"  Whereas,  The  federal  government  can  readily  raise  additional 
revenue,  when  required,  from  other  sources ; 

"  Resolved,  That  it  is  the  sense  of  this  Conference  that  inheri- 
tance taxes  should  be  reserved  wholly  for  the  use  of  the  several 
States." 

Interstate  Comity 

"  Whereas,  The  principles  of  international  and  interstate  comity 
require  that  the  same  property  should  not  be  taxed  by  two  juris- 
dictions at  the  same  time,  and  the  laws  for  taxation  of  the  transfer 
of  property  at  death  commonly  transgress  these  principles ;  be  it 
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"  Resolved,  That  succession  and  inheritance  tax  laws  should  be 
so  amended  that  the  same  property  shall  not  be  taxed  by  two 
jurisdictions  at  the  death  of  the  owner. 

"  Resolved,  That  the  same  principles  should  be  applied  in  all 
tax  legislation  to  the  end  that  no  property  should  be  taxed  by 
two  State  jurisdictions  at  the  same  time." 

Retaliatory  Tax  Legislation 

"  Whereas,  Retaliatory  taxation  is  contrary  to  interstate  comity 
and  is  in  the  nature  of  interstate  war ;  be  it 

"  Resolved,  That  all  retaliatory  legislation  be  repealed." 

Public  Debts 

"  Whereas,  The  United  States  Supreme  Court  truly  stated  that 
a  tax  on  public  debts  is  a  tax  on  the  power  of  States,  counties, 
and  municipalities  to  borrow  money. 

"  Resolved,  That  all  public  debts  of  all  States,  counties,  and 
municipalities  should  everywhere  be  exempted  from  taxation." 

Home  Rule 

"  Whereas,  The  reliance  by  State  governments  for  revenue  upon 
the  taxes  ordinarily  imposed  on  property  as  assessed  by  local 
oflBcials  has  produced  sectional  injustice  and  jealousy  and  local 
inequality,  and  whereas  the  general  property  tax  as  a  source  of 
State  revenue  enforces  a  rigid  uniformity  which  can  take  no 
account  of  actual  conditions  ;  be  it 

"Resolved,  That  the  State* and  local  revenue  systems  should 
be  80  far  divorced  that  by  general  laws  the  appropriate  local 
governing  bodies  may,  if  deemed  expedient,  be  granted  certain 
limited  and  carefully  prescribed  powers  over  the  licensing  of 
occupations  and  the  selection  of  subjects  of  local  taxation  and 
the  rate  of  assessments  upon  such  subjects." 

Tax  Laws  to  bncouraor  Growth  of  Forests 

2.  "  Resolved,  That  it  is  within  the  legitimate  province  of  tax 
laws  to  encourage  the  growth  of  forests  in  order  to  protect  water- 
sheds and  insure  a  future  supply  of  timber ;  and  legislation,  or 
constitutional  amendment  where  necessary,  is  recommended  for 
these  purposes.'' 
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Taxation  of  Public  Service  Corpobations 

3.  "  Whereas,  In  some  States  the  system  of  taxing  the  property 
and  franchises  of  public  service  corporations  requires  the  action 
of  a  large  number  of  assessing  bodies  and  the  laws  are  frequently 
indefinite,  resulting  in  costly  litigation  and  delay  in  payment  of 
taxes : 

"  Resolved,  That  a  rational  system  of  taxation  requires  greater 
simplicity  and  certainty  and  action  by  the  smallest  possible  nxim- 
ber  of  assessing  boards." 

States  and  Provinces  to  make  Appropriations 

4.  "  Resolved,  That  this  Conference  respectfully  requests  the 
legislatures  of  the  several  States  and  Provinces  of  the  United 
States  and  the  Dominion  of  Canada  to  include  in  their  appropria- 
tions an  annual  allowance  for  the  purchase  of  a  suitable  number 
of  copies  of  the  volume  containing  the  proceedings  of  each  Con- 
ference for  distribution  under  the  direction  of  the  Governor  or 
Premier  of  each  State  or  Province,  and  for  paying  the  actual 
traveling  and  personal  expenses  of  three  delegates  to  represent 
each  State  or  Province  in  the  annual  Conference." 

Reservation  of  the  Taxation  of  Inheritances  as  a  Source 
OF  Revenue  for  the  Several  States 

5.  "Resolved,  That  the  President  of  the  International  Tax 
Association  be  requested  to  take  appropriate  action  to  bring  to 
the  attention  of  the  Governors  of  the  several  States  of  the  United 
States  the  preamble  and  resolution  adopted  at  the  first  National 
Tax  Conference  in  relation  to  the  reservation  of  inheritance  taxes 
to  the  uses  of  the  several  States,  with  a  view  to  securing  the 
adoption  of  suitable  resolutions  by  the  State  legislatures  of  the 
several  States  and  by  the  Congress  of  the  United  States." 

Acknowledgment  of  Hospitalities 

6.  "  Resolved,  That  the  Conference  express  its  deep  appreciation 
of  the  hospitality  with  which  it  has  been  received  during  its  meet- 
ing at  Toronto,  and  hereby  returns  its  heartiest  thanks  to  the 
Government  of  the  Province  of  Ontario,  the  City  of  Toronto,  the 
University  of  Toronto,  the  National  Club,  and  the  Local  Com- 
mittee of  Arrangements." 
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INTERNATIONAL  CONFERENCE  ON  STATE  AND 
LOCAL  TAXATION 

Toronto,  Ontario,  Oct.  6-9,  1908 

ORGANIZATION    OF   CONFERENCE 

The  Second  International  Conference  on  State  and  Local 
Taxation  opened  in  the  Parliament  Buildings,  Toronto,  Ontario, 
on  Tuesday,  October  6,  1908,  at  2.30  p.m. 

President  Ai,len  Ripley  Foote  :  Delegates  and  visitors  to 
the  Second  Annual  International  Conference  on  State  and  Local 
Taxation  and  members  of  the  Association,  as  President  of  the 
National  Tax  Association,  I  call  you  to  order. 

The  arrangements  for  our  comfort  during  our  stay  in  Toronto 
have  been  carefully  planned  by  the  Local  Committee  of  Ar- 
rangements, the  chairman  of  which  is  Alderman  Geary.  He 
has  as  associates  on  that  Committee,  members  of  Parliament, 
representatives  of  the  City  Government,  and  prominent  citizens 
of  Toronto. 

We  are  fortunate  in  being  the  guests  of  the  Government  of 
the  Province  of  Ontario,  who  have  shown  their  interest  in  our 
work,  as  well  as  their  courtesy  to  us  individually,  by  providing 
as  our  meeting  room,  this  reception  room  of  the  members  of 
Parliament.  The  city  of  Toronto  has  shown  its  courtesy  in  vari- 
ous ways,  one  of  them  being  the  presence  of  his  Worship,  the 
Mayor,  as  our  temporary  presiding  officer.  Before  asking  him 
to  take  the  chair,  I  desire  to  say  that  the  officers  of  the  Associa- 
tion have  requested  Dr.  R.  A.  Falconer,  president  of  the  Uni- 
versity of  Toronto,  to  act  as  permanent  chairman  of  the  Con- 
ference, and  suggest  the  election  of  four  vice-chairmen.  The 
Committees  suggested  are,  one  of  five  members,  on  Program, 
Rules  and  Credentials,  and  a  committee  on  Resolutions,  of  one 
member  for  each  State  and  Province  represented. 
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I  now  have  the  honor  to  introduce  his  Worship,  Mayor  James 
OHver,  as  Temporary  Chairman. 

Mayor  Oliver:  It  is  indeed  an  honor  and  a  privilege  to  be 
permitted  to  welcome  to  the  Queen  City  of  Canada  so  impor- 
tant and  imposing  a  body  as  that  which  constitutes  the  National 
Conference  on  State  and  Local  Taxation.  It  is  an  honor  and 
privilege  which  I  fully  appreciate.  I  welcome  you  most 
heartily  in  the  name  and  on  behalf  of  the  citizens  of  Toronto. 

In  visiting  us  you  come  to  a  city  of  conventions.  Long  ago, 
when  the  wigwams  of  the  red  men  occupied  the  place  where  now 
stand  the  stately  structures  of  this  great  metropolis,  Toronto, 
or  "Taranta"  as  she  was  then  called,  was  a  place  of  meeting 
for  friendly  bands  of  Indians.  The  Indians  and  their  wigwams 
have  long  since  departed,  but  Toronto  still  retains  her  reputa- 
tion as  a  convention  city. 

To  those  of  you  who  represent  our  own  Provinces,  no  words 
of  mine  are  necessary  to  assure  you  of  the  cordiality  with  which 
we  greet  you.  Our  good  neighbors  from  the  great  republic 
to  the  south  of  us  are  always  welcome  to  Toronto,  whether  they 
come  to  settle  amongst  us,  whether  they  come  to  visit  us  in  their 
individual  and  private  capacity,  or  whether  they  visit  us  as  dele- 
gates to  conventions.  There  have  been  occasions,  notably  in 
1812,  1837,  and  again  in  1865,  when  we  were  favored  with  visits 
from  citizens  of  the  United  States  who  did  not  stand  upon 
ceremony.  Unbidden  as  they  were,  there  was  perhaps  an 
absence  of  cordiality  in  their  reception,  though  I  can  assure  you 
it  lacked  nothing  in  its  warmth.  To-day  we  greet  you  with 
equal  warmth,  though  of  a  different  sort,  and  with  a  cordiality 
which  we  could  only  extend  to  those  for  whom  we  possess  a 
most  sincere  regard  and  esteem. 

Permit  me  to  express  the  hope  that  your  sojourn  amongst 
U8,  short  though  it  be,  will  suffice  to  convince  those  of  you  who 
come  from  a  distance,  and  who  perhaps  visit  us  for  the  first 
time,  that  we,  who  are  of  a  common  origin  with  yourselves,  and 
who  like  yourselvee  are  heirs  of  a  common  heritage,  speaking 
the  same  tongue,  meeting  resolutely  the  same  problems,  and 
striving  to  attain  the  same  end,  are  not  unlike  you  in  the  pos- 
Mteion  of  those  qualities  of  sociability  and  hospitality  for  which 
you  are  so  distinguished. 
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The  aims  and  objects  of  your  association  are  such  as  must 
eventually  exert  a  most  beneficial  and  lasting  effect,  not  only 
upon  the  State  and  the  municipality,  but  also  upon  the  indi- 
vidual. "The  subjects,"  wrote  Adam  Smith,  "of  every  State 
ought  to  contribute  towards  the  support  of  the  government 
as  nearly  as  possible  in  proportion  to  their  respective  abilities  ; 
that  is,  in  proportion  to  the  revenue  which  they  respectively 
enjoy  under  the  protection  of  the  State."  It  is  the  universal 
adoption  of  the  great  principle  laid  down  by  the  famous  Scotch 
political  economist  that  you  are  conscientiously  endeavoring 
to  bring  about,  for  in  the  observation  or  breach  of  it  consists 
what  is  termed  equitable  or  inequitable  taxation.  It  is  upon 
that  principle  that  all  modern  systems  of  taxation  are  based. 
It  is  sometimes,  I  must  confess,  difficult  in  the  extreme  to  bring 
the  individual  to  believe  that  any  tribute,  directly  levied,  how- 
ever just,  is  either  equitable  or  to  his  personal  advantage. 
Such  an  individual  is,  however,  none  the  less  reluctant  to  enter 
upon  the  full  enjoyment  of  those  privileges  for  which  his  fellow- 
man  is  assessed.  He  is  not  dissimilar  in  character  to  that 
favored  class  of  the  reign  of  Constantine,  who,  relieved  of  all 
taxes  of  whatever  nature,  left  their  fellow-citizens  to  bear  up 
as  best  they  might  under  their  intolerable  weight.  Like  them, 
he  evades  his  taxes;  unlike  them,  he  seldom  or  never  renders 
even  the  semblance  of  service  to  the  State.  By  him  it  is  con- 
sidered meritorious  to  evade  tribute  entirely,  as  if  his  fair 
burden  of  taxation  were  not  as  just  a  debt  as  his  butcher's 
or  his  grocer's  bill.  But  this  is  one  of  the  incongruities  your 
organization  is  earnestly  striving  to  correct,  and  in  so  doing  you 
are  deserving  of  the  gratitude  and  assistance  of  all  good  citizens. 

He  was  an  eminent  American  statesman  who  declared  that 
"there  is  no  part  of  the  administration  of  government  that 
requires  extensive  information  and  a  thorough  knowledge  of 
the  principles  of  poUtical  economy,  so  much  as  the  business  of 
taxation."  For,  as  public  expenditures  increase,  it  is  mani- 
festly essential  that  revenues  should  also  increase.  And  since 
this  is  the  case,  and  there  is  good  reason  for  it,  —  and  no  tax 
should  be  levied  unless  there  is  good  reason  for  it,  —  it  is  of  the 
utmost  importance  that  the  greatest  care  should  be  exercised  in 
apportioning  the  burden  of  that  increase.     This  it  is  your 
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laudable  aim  to  bring  about  to  a  greater  degree  than,  unfor- 
tunately, exists  at  the  present  time. 

We  have  in  force  in  Toronto,  in  addition  to  the  ordinary 
assessment  of  land  and  buildings,  what  is  termed  a  "business 
tax,"  a  measure  recently  adopted  in  lieu  of  the  personalty 
tax,  which  from  time  immemorial  has  not  only  proved  to  be 
most  imperfect  in  its  application,  but  a  constant  source  of  com- 
plaint and  vexation.  The  business  tax,  while  not  perhaps 
entirely  satisfactory,  has  removed  numerous  inequalities  which 
existed  under  the  old  system,  and  its  operation  is  responsible 
for  a  more  general  feeUng  of  satisfaction  than  hitherto  obtained. 

I  shall  not  trespass  upon  your  time  by  discussing  the  merits 
of  this  system,  inasmuch  as  I  believe  you  are  to  be  favored  with 
a  paper  on  the  subject  of  it  by  our  assessment  commissioner, 
in  which  he  will  no  doubt  explain  to  you  its  operation  in  detail. 
I  may  say,  however,  that  the  gentleman  to  whom  belongs  the 
distinction  of  having  first  introduced  the  business  tax  in  our 
city  council  is  at  the  present  time  one  of  the  foremost  of  our 
city  fathers  and  an  honored  member  of  your  local  committee. 

As  I  have  already  stated,  yours  is  an  association  in  which  too 
great  an  interest  cannot  be  displayed ;  and,  in  contributing  your 
time  and  talents  to  the  cause  for  which  you  have  joined  hands, 
you  are  rendering  a  great  service  to  the  State  and  to  the  people, 
—  a  service  for  which  you  not  only  merit  but  richly  deserve  their 
everlasting  gratitude. 

And  now,  gentlemen,  let  me  say  in  conclusion,  that  I  sincerely 
trust  your  deliberations  may  prove  as  fruitful  as  the  most  en- 
thusiastic amongst  you  could  wish,  and  that  your  intercourse 
with  us  during  the  next  few  days  may  be  such  that  you  will 
carry  away  with  you  happy  recollections  of  a  pleasant  and 
profitable  sojourn  in  Toronto,  which  we  sincerely  hope  you  will 
find  it  possible  to  repeat  in  the  not  distant  future. 

Mayor  Oliver:  I  shall  now  ask  Sir  James  Whitney,  the 
Premier  of  this  Province,  to  address  you. 

Sir  James  Whitney  was  received  with  applause  and  said : 
Mr.  Chairman  and  gentlemen,  delegates  of  the  Second  Inter- 
national Conference  of  Stale  and  Local  Taxation,  it  affords  me 
*  groat  deal  of  pleasure  and  satisfaction  to  welcome  you.    I 
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might  anticipate  what  will  take  place  and  say  that  it  would 
afford  me  considerable  enjoyment  to  take  part  in  your  proceed- 
ings, and  to  be  able  to  afford  more  time  than  unfortunately 
will  be  in  my  power  during  the  next  day  or  two,  to  aid  you  in 
the  very  worthy  and  more  or  less  remarkable  objects  which 
you  have  in  view.  My  function  here  to-day  is  to  give  you,  on 
the  part  of  the  people  of  this  great  Province,  a  hearty  and  warm 
welcome  within  our  borders,  with  everything  that  such  language 
may  be  understood  to  imply.  During  the  past  few  years  it 
has  been  my  pleasure  to  welcome  organizations  of  different 
descriptions,  so  to  speak,  who  have  come  here  for  the  purpose 
of  considering  questions  of  more  or  less  importance;  but  it 
would  be  very  difficult  to  imagine  a  more  important  object 
than  the  one  you  have  in  view,  having  regard  to  the  public 
welfare  and  to  fairness  of  dealing.  You  come  here  desirous  of 
spreading  out  and  applying  equitably  the  burdens  of  taxation, 
which  seems  to  be  one  of  the  attendant  features  of  civilized  life. 
It  is  an  inspiring  thought  that  to-day  I  see  before  me  gentlemen 
from  almost  all  the  different  communities  and  groups  of  people 
on  the  North  American  continent;  and  for  that  reason  also  I 
would  be  very  glad  if  I  were  in  a  position  to  afford  more  of 
my  time  to  your  purposes  while  you  are  in  this  city. 

I  can  only  repeat,  and  repeat  again,  the  hearty  welcome  which 
I  think  you  will  find  to  animate  all  the  people  of  this  great 
Province  of  Ontario,  especially  when  they  consider  the  remark- 
able object  which  you  have  in  view.  The  object,  as  specified  in 
my  letter  of  invitation,  is,  "  To  formulate  and  announce  through 
the  deliberately  expressed  opinion  of  an  annual  Conference  the 
best-informed  economic  thought  and  administrative  experience 
available  for  the  correct  guidance  of  public  opinion,  legislative 
and  administrative  action  on  all  questions  pertaining  to  State 
and  local  taxation,  and  to  interstate  and  international  comity 
in  taxation." 

My  colleague  in  the  government,  the  provincial  treasurer, 
will  devote  himself  to  your  interests  while  here,  and  will 
perhaps  be  of  more  or  less  use  to  you.  I  can  only  say  that 
in  one  respect  he  will  be  lamentably  deficient;  for  during  his 
official  term  he  has  known  nothing  of  what  are  called  deficits. 
(Laughter.)     Now,  by  way  of  voicing  again  what  I  think  will 
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be  the  opinion  of  this  Province,  I  can  only  say  that  you  are 
heartily  welcome.  We  are  very  glad  to  see  you.  We  hope  that 
the  purposes  you  have  in  view  will  be  carried  out,  and  that  in 
the  future  a  long  series  of  annual  meetings  such  as  this  will  be 
held.  I  think  I  may  say,  without  arrogating  to  myself  more 
authority  than  I  possess  —  at  any  rate  I  may  say  in  an  informal 
way,  and  as  epitomizing  how  I  feel  and  how  my  colleagues 
feel  — I  should  say  to  you,  as  you  go  from  this  building  and 
elsewhere  in  this  great  city,  if  you  see  anything  you  desire 
to  have,  take  it.  {Laughter.)  If  you  think  of  anything  you 
would  like  to  have  and  you  don't  see  it,  ask  for  it.  (Laughter.) 
There  is  only  one  thing  upon  which  I  place  a  limit,  and  that  is, 
don't  ask  to  take  away  the  immense  majority  which  this  present 
government  of  Ontario  has  in  the  legislature.  (Laughter  and 
applause.) 

Mayor  Oliver:  I  will  now  ask  Dr.  Falconer,  President  of 
the  University  of  Toronto,  to  address  you. 

President  Falconer  said:  Mr.  Chairman,  and  gentlemen, 
it  falls  to  me  to  give  you  a  welcome  to  Toronto,  particularly 
from  those  whom  I  represent  here  this  afternoon,  the  members 
of  the  University  of  Toronto.  We  have  appointed  three 
delegates  to  take  part  in  the  proceedings  of  this  Conference, 
and  you  will  hear  from  at  least  one,  possibly  more  than  one, 
of  those  delegates  in  the  meetings  that  are  to  be  held.  We 
also  had  been  expecting  tg  receive  you  within  the  Univer- 
sity and  give  you  accommodation  in  our  buildings  for  the 
various  meetings  of  the  Conference,  but  it  was  found  by  the 
local  committee  that  this  room  would  probably  be  more  con- 
venient. It  was  not  that  we  were  not  very  willing,  for  we  should 
have  been  very  glad  to  receive  you,  but  it  was  simply  a  choice 
of  the  more  convenient  place. 

The  connection  of  a  university  with  such  a  gathering  as  this  is, 
of  course,  evident.  In  your  first  Conference,  which  was  held  last 
year,  I  think  universities  were  much  in  vogue,  and  it  is  a  very 
happy  occasion  on  wliich  the  scientific  side  of  life  as  represented 
by  the  universities  may  be  found  to  cooperate  with  the  admin- 
istration, the  public  and  business  side  of  life,  that  is  so  deeply 
interested  in  economic  questions,  especially  the  economic  que.";- 
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tion  of  taxation.  As  you  know,  the  process  of  self-govern- 
ment has  all  along  been  a  process  of  gradual  clarifying,  and 
things  have  dropped  as  sediment  while  the  stream  has  passed 
on  clearer  and  clearer  from  generation  to  generation.  The 
changes  that  have  come  into  life  during  the  past  century  have 
been  so  manifold  that  Conferences  of  this  sort  have  become 
almost  a  necessity  in  order  that  we  may  consider  where  we  are, 
and  take  steps  for  the  better  direction  of  the  future.  Not  only 
has  there  been  great  change  in  the  mental  environment,  but  we 
know  that  the  industrial  changes  have  been  enormous.  New 
countries  have  been  opened  up  to  civilization  of  the  Western 
world,  or  Western  civilization  if  I  may  call  it;  and  commerce 
with  other  nations  that  until  the  last  century  had  practically 
been  without  the  ken  of  Western  civilization  has  introduced 
new  factors. 

This  development  has  produced  such  radical,  social  and 
commercial  changes  that  in  many  instances  the  world 
really  hardly  knows  where  it  is.  In  the  midst  of  these  rapid 
changes  it  is  impossible  for  any  one  to  prophesy  with  anything 
like  accuracy  as  to  what  the  future  may  be,  and  I  think  we  are 
all  feeling  our  way.  No  one  can  venture  to  dictate  as  to  the 
future;  no  one  can  lay  down  with  anything  Hke  scientific  pre- 
cision what  the  development  of  the  future  is  to  be.  However, 
in  the  midst  of  all  those  changes  we  have  been  fortunate  also 
in  that  in  the  nineteenth  century  new  methods  have  been 
introduced.  In  France  you  had  the  revival  of  the  scientific 
spirit;  in  Germany  you  know  how  this  has  extended  through 
the  universities,  how  through  the  various  publications  connected 
with  universities,  and  the  large  number  of  universities,  results 
were  coordinated  and  science  got  its  progress ;  you  know  how  in 
England  men  were  growing  up  with  great  power  and  great  origi- 
nality, and  how  they  had  a  great  deal  of  new  insight.  You  know 
how  in  this  new  world  not  only  were  the  results  of  the  old  world 
focused  together,  but  new  progress  has  been  made  here ;  and  this 
introduction  of  method  has  made  it  possible  for  us  to  handle 
the  new  conditions  much  more  intelligently,  perhaps,  than  the 
world  would  have  anticipated.  Your  Conference  last  year  and 
this  Conference  this  year  are  other  indications  of  the  application 
of  this  new  method.     Facts  are  being  put  together  from  all 
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sources ;  the  facts  being  tabulated,  deductions  are  being  drawn 
by  specialists  in  different  departments;  men  being  brought 
together  and  considering  and  threshing  out  questions,  and  so 
new  light  is  being  disseminated  to  every  part  of  the  country 
through  the  pubUcations,  through  the  journals,  and  through 
those  who  have  taken  part  in  these  Conferences. 

Now,  at  such  a  Conference  as  this,  as  I  have  already  said,  there 
are  two  sides :  there  is  the  academic  side  and  there  is  the  public 
side.  In  the  universities  we  may  suppose  that  the  academic 
methods,  the  scientific  methods,  have  been  pursued  with  a  great 
deal  of  accuracy.  Men  who  have  studied  carefully  the  history  of 
the  past  and  have  given  themselves  to  method  may  be  supposed 
to  overcome  many  difficulties  into  which  others  would  fall.  We 
know,  however,  that  the  university  man  may  be  one-sided.  He 
is  apt,  perhaps,  to  theorize  a  little  too  much.  On  the  other 
hand,  the  necessary  corrective  is  introduced  by  those  who  have 
been  engaged  in  administration ;  those  upon  whom  large  public 
responsibilities  rest,  those  who  have  a  great  deal  to  do  with 
commercial  concerns,  and  those  who  feel  the  pressure  that  comes 
from  taxation  and  other  expense.  In  a  Conference  of  this  kind, 
then,  you  have  two  sides,  —  the  university  side  or  scientific 
side,  and  the  administrative  or  pubUc  side;  and  in  a  happy 
blending  of  these  we  may  hope  for  the  best  possible  results. 

In  looking  over  somewhat  carefully  the  volume  of  proceedings 
of  the  first  Conference,  I  was  struck  by  the  very  large  variety 
of  subjects  that  were  handled,  and  also  by  the  concentrated 
form  in  which  those  subjects  were  presented.  One  seemed  to 
get  the  very  best  of  what  some  of  the  strongest  men  on  the 
Continent  had  to  say  on  the  various  departments  of  taxation. 
There  was  a  pith  in  many  of  the  papers  that  showed  the  strength 
of  the  writers,  and  I  cannot  but  think  that  the  very  publication 
of  those  proceedings  themselves  will  have  justified  the  coming 
together  of  the  first  Conference.  When  I  thought  of  what 
would  be  left  for  the  second  Conference,  I  was  puzzled;  but  the 
outline  program  that  Mr.  Foote  put  out  shows  what  a  largo 
number  of  questions  still  remains  to  be  handled.  In  looking 
through  those  proceedings  also,  one  was  struck  by  the  fact  that 
we  are  still  feeling  our  way;  that  men  of  supreme  ability, 
masteni  in  their  own  subject,  seem  to  differ  very  materially 
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as  to  the  solutions  that  they  may  present ;  and  I  suppose  that 
the  result  will  be  that  gradually,  through  conference  and  through 
comparison,  some  issue  may  be  found  for  most  of  the  large 
questions.  It  is  possible,  perhaps,  that  no  satisfactory  and 
universal  solution  may  be  found  for  all  the  questions  that  are 
presented. 

I  should  think,  however,  that  one  of  the  great  values  of 
such  a  Conference  as  this  has  been  touched  upon  in  the  very 
first  item  of  the  program  for  this  afternoon  —  Taxation  and 
the  Public  Welfare  —  because  the  acceptance  or  the  intelli- 
gent understanding  of  taxation  is  one  of  the  best  evidences 
of  the  growth  of  democracy  in  any  community.  A  com- 
munity that  understands  why  it  is  taxed,  how  it  is  taxed,  and 
how  its  taxes  are  spent,  is  certainly  a  highly  intelligent  com- 
munity; and  I  should  suppose,  therefore,  that  such  a  subject 
as  is  to  be  taken  up  is  going  to  the  very  heart  of  the  question. 
The  ordinary  man  feels  that  taxes  are  wrung  from  him.  I 
suppose  he  is  reluctant  to  give,  possibly  often,  what  is  his  due. 
It  may  not  be  that  he  is  reluctant  to  give  his  due.  I  fancy 
that  what  lingers  in  the  mind  of  many  is  this  —  a  doubt  as  to 
the  incidence  of  taxation;  as  to  whether  the  proper  man  is 
being  taxed;  as  to  whether  he  is  giving  his  fair  share.  I  think 
if  the  people  can  be  persuaded  that  there  is  a  fair  equity  in  the 
distribution  of  taxation,  that  the  incidence  is  correct,  then  the 
ordinary  man  of  to-day  who  lives  in  our  Western  civilization 
and  is  a  member  of  modern  democracy  will  not  resist  the  taxa- 
tion at  all.  I  should  think  he  would  look  upon  it  as  part  of 
his  citizenship.  May  I  use  a  term  that  is  used  in  the  outline 
program  —  that  he  may  sometime  come  to  regard  it  as  part  of 
his  privilege  for  the  upholding  of  his  government?  I  should 
think,  further,  that  in  addition  to  the  understanding  of  the 
incidence  of  taxation  he  must  feel  confident  that  the  taxation 
is  properly  distributed;  that  the  yield  of  taxation  is  divided 
up  in  a  correct  way;  and  then  that  the  public  expenditure  is 
thrifty. 

If  people  can  believe  that  there  is  justice,  that  no  one 
is  really  being  taxed  beyond  what  is  fair,  that  there  is  an 
intelligent  distribution  of  a  fairly  gathered  tax,  and  that  this 
distribution  in  the  hands  of  public  officials  is  carried  out  in  an 
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honest  and  thrifty  way,  I  should  beUeve  that  our  people  as  a 
whole  would  be  a  well-contented  people,  and  that  we  should  hear 
very  much  less  than  we  do  of  complaint.  But  we  hear  so  much 
about  wealth  not  bearing  its  proper  burden  of  taxation ;  about 
large  franchises  not  being  taxed  in  the  right  way;  about  cor- 
porations not  being  taxed  in  the  proper  way;  about  the  in- 
equities of  the  property  tax;  and  a  variety  of  other  complaints 
we  hear  made  against  taxation  which  seem  to  show  that  un- 
questionably if  we  can  feel  our  way  toward  a  more  equitable 
and  generally  accepted  basis  of  taxation,  we  shall  have  done  a 
great  deal  more  for  our  democracy.  As  I  say,  I  believe  the 
universities  have  a  great  deal  to  contribute  in  this  respect, 
and  that  the  theories  they  may  put  forward  will  be  corrected 
by  those  who  have  had  the  experience  of  public  administration. 
For  these  reasons  it  gives  me  very  great  pleasure  to  welcome 
this  Conference  to  the  city  of  Toronto  on  behalf  of  the  University 
of  Toronto.     (Applause.) 

Mayor  Oliver:  In  response  to  these  addresses  I  will  call 
first  on  Mr.  Allen  R.  Foote,  the  President  of  the  Association. 

President  Allen  R.  Foote  said:  It  gives  me  great  satis- 
faction to  respond  to  the  welcome  we  have  received,  on  behalf 
of  the  Association.  One  year  ago  the  first  Conference  was 
held  in  Columbus,  Ohio.  That  movement  was  an  experiment. 
The  success  of  that  movement  has  produced  this  Conference. 
In  that  Conference  we  had  representatives  from  31  States 
and  3  Canadian  Provinces.  We  called  ourselves  a  "  National 
Association";  but  there  came  to  us  from  the  Dominion  of 
Canada  such  able  men,  so  hearty  and  so  cordial  in  all  their 
manner  and  greeting,  that  we  became  charmed  with  them 
and  decided  to  open  our  organization,  widening  it  out  suffi- 
ciently to  take  in  the  Dominion  of  Canada.  As  a  result  31 
States  and  5  Provinces  have  appointed  delegates  for  the  present 
Conference.  The  number  of  universities  I  cannot  say.  We 
have  delegates  appointed  from  a  very  large  number  of  the 
universities  of  the  United  States  and  Canada. 

In  onler  to  make  it  clear  to  some  who  are  not  familiar  with  the 
details  of  our  organization,  I  might  say  that  the  Conference  is 
a  distinct  body  from  the  Association.     Membcrshi))  in  the  As- 


ORGANIZATION  OF  CONFERENCE  41 

sociation  carries  with  it  no  rights  or  privileges  in  the  Confer- 
ence. The  Conference  is  turned  over  to  the  delegates  by  the 
Association,  and  is  composed  entirely  of  delegates  appointed 
by  the  Governors  of  the  several  States,  the  Premiers  of  the 
Provinces  and  the  educational  institutions.  We  take  that 
course  because  we  desire  an  expression  of  opinion  that  may 
result  from  the  deliberations  of  the  Conference  to  be  ab- 
solutely untrammeled  by  any  other  consideration  than  that  of 
the  subject  discussed. 

Dr.  Falconer  spoke  of  the  two  sides,  —  the  university  side 
and  the  administrative  side.  We  have  another  side  repre- 
sented in  this  Conference,  and  that  is  the  side  of  the  taxpayer. 
In  these  Conferences  we  bring  together  the  educator,  the 
administrator  and  the  taxpayer  in  the  forum  for  free  dis- 
cussion; and  the  jury  that  they  address  is  the  Committee  on 
Resolutions  of  the  Conference.  That  committee  is  made  up 
of  one  member  from  each  State  and  Province  represented. 
It  is  composed  entirely  of  the  delegates.  The  purpose  of  this 
movement  is  to  seek,  so  far  as  we  may,  that  which  is  best  in  the 
administration  of  public  affairs  pertaining  to  the  collection 
and  disbursement  of  its  revenues.  We  «eek  comity  between 
taxpayers;  we  seek  comity  between  local  governments;  we 
seek  comity  between  States  and  Provinces,  and  comity  between 
nations.  In  doing  that,  our  guide  is  the  known  principles  of 
morality,  of  the  moral  and  economic  law.  We  know  that  the 
nearer  we  can  apply  those  principles  to  the  problems  of  taxation, 
the  nearer  we  will  come  to  truth  in  all  its  various  ramifications. 
When  we  speak  of  the  moral  law,  we  recognize  the  law  that 
teaches  honesty  as  a  principle.  When  we  speak  of  economic 
law,  we  speak  of  a  law  that  enforces  honesty  as  a  practice. 
And  in  the  problems  we  have  to  deal  with  we  find  dishonesty 
the  most  uneconomic  factor  with  which  we  meet. 

We  shall  broaden  the  work  of  the  Association,  not  only  to  the 
raising  of  revenues,  but  to  the  disbursement  of  revenues.  There 
is  a  foundation  movement,  as  I  call  it,  for  a  uniform  system  of 
public  accounting  {hear,  hear)  —  that  will  produce  a  set  of 
statistics  that  will  be  comparable;  that  will  guarantee,  when 
properly  worked  out,  that  every  dollar  raised  for  revenue  shall 
produce  a  dollar's  worth  of  service.     When  we  get  that  we 
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shall  have  made  great  progress  in  the  administration  of  public 
affairs.  Gentlemen,  I  am  glad  to  see  you  here;  I  know  this 
Conference  is  to  be  a  success ;  I  know  it  will  lay  the  foundation 
in  a  permanent  form  of  a  movement  that  will  continue  through 
many  years  and  will  produce  fruits  of  which  every  citizen  will 
be  the  beneficiary.      I  thank  you.     (Applause.) 

Mayor  Oliver:  I  will  now  call  on  Professor  Charles  J.  Bul- 
lock, of  Harvard  University,  for  a  response. 

Professor  Bullock  said:  Mr.  Chairman,  as  the  presence 
of  a  delegation  of  representatives  of  the  Commonwealth  of 
Massachusetts  shows,  that  commonwealth  is  deeply  interested 
in  the  questions  that  are  to  engage  the  attention  of  this  Con- 
ference. In  our  State  our  people  have  been  reasonably 
progressive,  perhaps  progressive  beyond  the  average  in 
providing  all  the  good  and  necessary  things  that  seem  to  be 
needed  in  order  to  meet  the  growing  public  wants  of  modern 
communities.  A  very  rapid  increase  of  expenditures,  and  a 
corresponding  growth  of  public  indebtedness  in  our  common- 
wealth, has  placed  upon  the  people  a  very  heavy  burden  of 
taxation,  the  average  sum  raised  per  capita  being,  I  believe, 
higher  than  the  average  raised  in  any  State  in  the  American 
Union,  and  very  much  higher  than  the  average  amount  raised 
in  most  of  the  States,  and  equaled  only  by  one  or  two  other 
commonwealths.  During  this  steady  growth  of  expenditures 
and  debts  and  taxes  which  has  been  going  on  for  40  or  50  years, 
the  revenue  system  of  the  State  has  seen  no  corresponding 
change  or  development.  Forty  years  ago  we  raised  the  bulk 
of  our  revenues,  State  and  local,  from  a  nominal  uniform  assess- 
ment upon  property,  and  to-day,  although  we  have  introduced 
corporation  and  inheritance  taxes  and  license  taxes  upon  the 
liquor  trade,  we  still  raise  some  56  millions  to  60  millions  out  of 
the  72  millions  or  73  millions  needed  to  meet  State  and  local 
expenditures  by  uniform  assessment  upon  property  subject 
to  local  taxation.  The  growth  of  expenditures  has  steadily 
forced  up,  in  almost  all  municipalities  of  the  State,  the  rate  of 
local  taxation,  until  everywhere  there  is  a  demand  for  some 
change  in  the  system. 

Discumions  of    methods   of    revenue   system   in   our  State 
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are  not  over.  They  began  in  the  decade  following  the  Civil 
War,  and  in  1874  we  appointed  a  commission  to  study  the 
whole  question  and  report  thereon.  The  report  of  that  com- 
mission, which  was  published  in  1875,  accomplished  nothing. 
In  1894  we  appointed  another  commission,  which  considered 
the  question  and  reported  and  accomplished  nothing.  In 
1896  we  appointed  another  commission,  which  studied  the 
question  and  reported  and  with  a  similar  result.  In  1906  we 
appointed  another  commission  for  the  same  purpose,  which 
reported  with  a  similar  result.  In  1907  we  appointed  yet 
another  commission,  which  reported  as  the  others  had  done 
with  a  result  substantially  similar.  Five  commissions  have 
brought  no  change  in  our  system  of  taxation.  Besides  official 
bodies  of  this  sort,  we  have  had  at  least  one  private  association 
agitating  the  question  of  revenue  and  taxation,  and  we  have  had 
in  Boston  an  association  of  merchants  which  took  up  the  ques- 
tion some  fifteen  years  ago,  and  after  several  years  of  agitation 
was  compelled  to  drop  it  without  accomplishing  anything 
material. 

Accordingly,  a  year  ago,  no  little  interest  was  aroused  in 
our  commonwealth  by  the  assembling  of  the  first  Conference 
of  the  National  Tax  Association.  The  distinguished  gentle- 
man who  for  three  years  has  served  our  commonwealth  as  its 
Governor  was  greatly  interested  in  that  first  Conference,  and 
many,  perhaps  most  of  you,  are  aware  that  he  devoted  the 
better  part  of  a  week  of  his  valuable  time  to  assisting  in  its 
deliberations,  and  with  him  went  the  interest  and  good  wishes 
of  many  other  persons  in  Massachusetts  who  are  interested 
in  this  question  of  taxation.  This  year,  in  conversing  with  me 
about  the  prospects  of  this  Conference,  he  took  occasion  to  ex- 
press anew  the  great  interest  in  the  question  that  was  to  come 
before  the  Conference,  and  to  express  his  deep  regret  that  he 
was  unable  to  accept  the  invitation  of  the  National  Tax  Associa- 
tion to  be  present  here,  and  to  make  a  speech  in  response  to  the 
addresses  of  welcome  to  which  we  have  listened.  He  instructed 
the  delegates  from  Massachusetts  to  do  all  in  their  power  to 
further  the  work  of  this  Association,  and  I  therefore  take  great 
pleasure  in  bringing  with  me  the  best  wishes  and  heartiest 
greetings  of  Governor  Guild  for  the  success  of  this  Conference. 
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That  same  interest  is  felt  by  many  others  in  the  State  who  are 
studying  more  seriously,  more  earnestly  than  ever  before,  the 
question  of  a  change  in  our  laws  relating  to  taxation.  Thirty 
years  of  discussion  within  our  own  borders  has  brought  no  result, 
and  we  welcome  the  organization  of  an  interstate,  and  indeed 
an  international,  body,  formed  to  promote  intelligent  discussion 
and  study  of  these  questions,  and  we  hail  its  organization  as  one 
of  the  most  encouraging  omens  of  the  time.     (Applause.) 

Mayor  Oliver:  I  have  also  to  ask  Hon.  James  Breathitt, 
Attorney  General  of  the  State  of  Kentucky,  to  respond  to  these 
addresses. 

Mr.  Breathitt  said:  Gentlemen,  on  behalf  of  the  common- 
wealth of  Kentucky,  I  desire  to  express  our  appreciation  of  the 
opportunity  of  being  here  to-day  to  take  part  in  this  Conference. 
As  you  know,  Kentucky  is  a  far-away  State.  We  have  traveled 
many  miles  to  be  here,  and  I  feel  assured  that  we  shall  be  well 
repaid  for  the  long  trip  we  have  taken.  I  have  always  understood 
that  this  magnificent  city  of  Toronto,  having  somewhere  between 
400,000  and  500,000  population,  was  the  best-governed  city 
in  the  world.  I  am  sure,  from  what  I  have  heard  here  to-day, 
that  the  Province  of  Ontario  is  the  best-governed  Province  in 
the  world.  It  has  been  suggested  that  the  absence  of  one  of  its 
officers  is  to  be  very  much  regretted,  and  I  am  sure  that  is  true, 
because  it  was  suggested  here  that  he  knew  all  about  taxation 
except  as  to  a  deficit,  and  knew  nothing  about  a  deficit  because 
he  had  never  had  one.  Now,  he  is  the  man  of  all  men  in  the 
whole  Dominion  of  Canada  that  I  would  have  been  most 
pleased  to  have  met  here  to-day.     {Laughter.) 

Down  in  Kentucky  we  have  been  wrestling  with  this  question  of 
taxation  for  years.  A  short  while  ago  we  had  a  change  in  our 
constitution.  Before  that  event  occurred  everybody  down  there 
understood  all  about  taxation.  There  was  not  any  trouble  at  all 
in  sending  the  sheriff  out  and  collecting  just  as  much  taxes  as  we 
needed  to  defray  our  expenses.  (Laughter.)  But  since  the  change, 
my  friends,  I  know  of  but  one  man  really  in  all  Kentucky  who 
understands  the  difficult  problems  of  taxation  that  have  arisen 
under  our  new  constitution,  and  that  is  my  distinguished  col- 
league, Mr.  Robinson.     (Laughter  and  applause.) 
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It  has  been  said  that  there  are  two  things  absolutely  certain ; 
one  is  death  and  the  other  is  taxation.  A  few  years  ago  I  was 
over  in  one  of  our  cities  and  I  happened  to  fall  in  with  a  convention 
of  undertakers,  and  they  were  there  in  solemn  conference  trying 
to  devise  the  most  economical  and  the  best  method  to  put  us 
away  when  we  are  dead.  They  were  undertaking  to  provide 
for  us  after  we  shall  have  shuffled  off  this  mortal  coil.  There- 
fore I  think  now  that  inasmuch  as  taxes  are  equally  as  certain  as 
death  there  could  not  be  a  more  appropriate  thing  than  to  have  a 
perpetual  association  of  this  kind  meeting  annually  to  determine 
these  momentous  questions.  I  am  sure  that  we  will  appreciate 
our  visit  here,  and  that  we  will  enjoy  it,  and  that  we  will  all 
be  benefited;  and  above  all  I  am  glad  to  be  in  Toronto  and 
see  these  people,  because  this  is  my  first  trip  over  here. 

Mayor  Oliver:  I  have  now  much  pleasure  in  calling  on 
Mr.  Lawson  Purdy  of  New  York,  the  next  speaker. 

Mr.  Lawson  Purdy  of  New  York  said :  Mr.  Chairman,  and 
gentlemen,  I  come  to  Canada  with  a  special  pleasure  because 
Canada  has  so  many  things  that  she  manages  differently  than 
the  way  in  which  we  manage  them  in  the  United  States ;  and 
to  one  who  has  had  some  little  experience  in  administration,  the 
experience  of  others  in  dealing  with  similar  problems  must 
come  always  as  a  pleasure  and  as  a  profit. 

Last  summer,  in  visiting  Montreal,  I  found  what  I  had 
never  known  before,  that  apparently  in  the  Province  of 
Quebec  they  have  a  system  which  we  might  well  copy  through- 
out the  State  of  New  York  —  probably  it  might  well  be  copied 
in  other  States  —  for  the  description  of  real  property.  In 
the  city  of  New  York  and  in  most  of  our  cities  of  large  size  we 
do  describe  our  real  property  with  reasonable  accuracy  and  by 
some  sort  of  satisfactory  system;  but  there  are  large  cities  in 
the  United  States  where  they  have  no  satisfactory  system,  where 
they  still  are  about  as  vague  as  you  find  the  descriptions  in  the 
country  village  in  one  of  our  backwoods  counties  of  the  State 
of  New  York.  Quebec  has,  what  we  have  substantially  in  the 
city  of  New  York,  a  system  by  which  the  land  of  the  Province 
is  divided  into  districts  by  unchanging  lines,  and  every  lot  within 
each  one  of  those  sections  is  numbered,  so  that  the  assessing 
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ofl5cers  deal  with  the  numbered  plot  which  corresponds  with  the 
map  number,  and  the  land  is  described  with  absolute  accuracy. 
I  hope  some  day  we  shall  see  systems  of  like  kind  developed 
through  our  country  districts  in  the  United  States.  I  hope  we 
shall  hear  something  while  here  of  the  working  of  the  Cadastral 
system  of  the  Province  of  Quebec. 

Anything  which  pertains  to  the  assessment  of  real  estate 
has  an  especial  interest  for  me,  because  for  the  last  two  years 
I  have  been  charged  in  part  with  the  administration  of  assess- 
ing real  estate  valued  at  nearly  seven  billions  of  dollars  — 
which  is  more  by  a  billion  than  the  assessment  of  all  the  real 
estate  in  the  United  States  west  of  the  Mississippi  River.  Our 
increase  in  the  city  of  New  York  is  larger  in  two  years 
than  the  aggregate  assessed  valuation  in  any  one  of  the 
American  States  with  the  exception  of  six  or  seven.  And 
that  increase,  going  on  as  it  does  with  surprising  rapidity, 
calls  upon  us  for  the  most  extraordinary  care  in  keeping  pace 
with  the  increase,  that  those  whose  property  does  not  increase 
shall  not  sufifer  an  excessive  burden.  I  know  we  have  with 
us  at  this  Conference  men  from  other  Provinces  in  Canada 
who  have  experienced  even  more  rapid  changes  than  those  with 
which  we  are  famiUar  in  the  older  parts  of  the  East.  To  have 
a  city  more  than  double  its  population  in  ten  years  is  to  us  almost 
a  fairy  tale,  and  yet  there  are  men  here  who  can  tell  us  of  cities 
which  have  doubled  in  less  than  ten  years. 

I  have  no  doubt  we  have  much  to  learn  from  you  —  at  least 
we  of  New  York  and  most  of  the  Western  States  and  Southern 
States  —  in  your  treatment  of  personal  property.  The  mayor 
of  the  city  of  Toronto  has  referred  to  the  fact  that  Toronto 
has  recently  changed  its  system  and  adopted  a  business  tax  in 
place  of  the  old  scramble  after  personal  property  such  as  we 
still  indulge  in  in  the  city  of  New  York.  Men  who  are  not 
familiar  with  the  subject  often  say  that  a  note  or  a  bond  or  a 
share  of  stock  should  be  taxed  exactly  the  same  as  a  city  lot 
which  you  can  sec,  and  whose  value  may  be  determined  with 
considerable  accuracy.  It  is  a  subject  about  which  many  men 
have  opinions;  whereas  we  don't  know  where  those  pieces  of 
paper  are  which  we  are  supposed  to  value.  Professor  Bullock 
could  have  told  you  interesting  tales  of  the  very  effective  system 
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in  Massachusetts  called  by  that  interesting  name  "  Dooming." 
I  have  always  Uked  that  name,  and  wished  we  might  imitate 
Massachusetts  in  changing  the  name  of  our  assessing  process 
if  we  do  not  change  the  method.  In  New  York  we  have  no 
name  for  what  we  do.  We  do,  in  fact,  with  great  diligence  go 
through  the  directories  of  the  city  and  set  down  the  names 
of  all  persons  who  were  not  assessed  the  year  before  who  are 
found  by  the  efficient  agents  of  Messrs.  Trow  &  Co.,  who  get  up 
our  directory;  and  having  put  their  names  down  and  noted 
where  they  Uve,  assessments  are  placed  against  those  names  on 
the  principle  of  making  the  assessment  high  enough.  (Laughter.) 
And  then,  although  the  law  does  not  require  it  of  us,  we  are 
good  enough  to  send  those  people  notices  that  they  have  been 
assessed  for  this  amount,  and  they  are  invited  to  visit  us  in  the 
months  of  January,  February  and  March  if  they  don't  hke  our 
guess.  They  come  to  see  us  at  a  rate  of  about  six  hundred  to 
eight  hundred  a  day  during  those  three  months.  Thereupon 
we  examine  as  to  what  they  have,  and  swear  them  to  the  truth 
of  the  statement,  and  allow  them  to  go,  sometimes  in  peace  and 
sometimes  not.     {Laughter.) 

Now,  in  Montreal  for  many  years,  and  here  in  Toronto  for  a 
few  years,  you  have  replaced  that  relic  of  an  ancient  English 
day  before  the  discovery  of  America  with  something  more 
up  to  date.  I  hope  we  shall  hear  more  about  it,  and  learn 
something  from  your  experience.  Last  year  those  who  were 
delegates  to  this  Conference  had  the  pleasure  of  listening  to 
Professor  Shortt,  who  described  what  should  be  the  method  of 
dealing  with  the  taxation  of  public  service  corporations.  It 
is  my  impression  that  the  Province  of  Ontario  had  then  or  has 
since  adopted  a  system  similar  to  that  described  by  Professor 
Shortt.  You  attempted  or  proposed  to  deal  with  the  public 
service  corporation  as  a  unit,  and  assess  it  on  all  its  property 
engaged  in  the  operation  of  the  service  by  some  mathe- 
matical rule  which  so  far  as  possible  shall  remove  the  ques- 
tions of  fact  from  the  range  of  discussion.  In  the  State  of 
New  York,  in  our  struggles  to  make  the  public  service  corpora- 
tion contribute  what  they  should  pay  in  support  of  the  State, 
we  have  a  mixture  which  is  one  of  the  most  fearful  and  wonder- 
ful things  that  the  brain  of  man  ever  contended  with.  {Laughter.) 
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I  will  not  attempt  to  describe  them,  but  just  to  give  a  fleet- 
ing glance  of  what  some  of  our  troubles  are.  The  State  attempts 
to  impose  a  tax  upon  their  gross  earnings,  and  the  courts  had 
to  tell  us  what  part  of  those  earnings  we  could  reach,  whether 
we  could  have  the  earnings  that  grew  out  of  the  transit  from  a 
point  inside  the  State  to  a  point  outside,  or  from  a  point  outside 
to  a  point  inside,  or  from  all  the  way  across  the  State  or 
from  one  point  inside  to  another  point  inside.  When  the 
railroads  have  to  keep  their  books  so  as  to  show  these  various 
receipts,  you  can  imagine  that  it  is  not  an  easy  task  for  them, 
and  we  don't  know  very  much  about  the  truth  of  what  they  tell 
us  when  they  have  kept  this  complicated  system  and  tell  us 
what  they  think  is  the  result. 

Then  we  impose  upon  them  a  tax  upon  their  dividends, 
or  on  their  capital  measured  by  their  dividends;  and  one 
company,  that  has  no  bonded  debts,  will  pay  on  all  its 
capital,  while  another  company  which  has  as  much  bonded 
debt  as  its  stock,  will  pay  on  one  half  its  actual  capital. 
That  is  one  of  the  interesting  vagaries  of  our  methods.  Then 
when  a  corporation  which  runs  a  street  railway  runs  down 
through  the  borough  of  Brooklyn,  or  anywhere  you  please 
throughout  the  State,  when  that  line  runs  along  property 
owned  by  the  company  we  in  the  city  of  New  York  tax  it; 
and  when  it  comes  to  a  street  the  State  Board  at  Albany  taxes 
it  across  the  street;  and  then  we  begin  again  and  we  tax  it  for 
four  or  five  hundred  feet;  .and  then  the  State  Board  taxes  it 
for  sixty  feet;  and  then  when  it  comes  to  the  river  we  don't 
know  which  of  us  taxes  it  (laughter)  and  so  to  be  safe  we  both  do, 
and  we  have  to  wait  till  the  Court  of  Appeals  tells  us  which  of 
us  can  remain  the  taxing  power.  We  do  long  for  the  day  when 
we  can  find  out  what  we  should  tax,  how  nmch  it  is  worth, 
and  what  the  tax  will  be;  because  in  the  city  of  New  York, 
while  we  are  rich  in  many  ways  —  rich  in  resources,  rich  in 
back  taxes  which  have  not  been  paid  (laughter)  — we  have  some 
twenty  millions  more  or  less  of  taxes  supposed  to  be  due  from 
public  service  corporations,  ami  the  (^ourt  of  Appeals  has  not 
yet  told  us  whether  that  much  is  due  or  not.  We  have  now 
cases  progressing  to  the  Court  of  Appeals  to  find  out  whether 
we  shall  capitalize  the  net  returns  of  personal  property  at  six 
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per  cent  and  on  the  real  property  at  four  per  cent,  or  whether 
we  shall  capitalize  them  both  at  seven  per  cent  (laughter),  and 
whether  if  we  do  they  will  have  enough  left  on  which  to  live 
(laughter) ,  and  whether,  if  they  have  not,  the  tax  is  confiscatory 
and  therefore  unconstitutional. 

We  have  now  been  at  it  nine  years,  and  it  looks  as  if  we 
might  get  these  questions  decided  at  the  rate  of  about  one 
every  two  years  —  I  foresee  at  least  five;  and  when  we  are 
going  to  get  this  twenty  millions  is  a  very,  very  grave  question. 
And  now  some  of  our  public  officials,  being  pressed  upon  by 
the  patriotic  newspapers,  are  endeavoring  to  sell  a  number  of 
the  corporations  who  owe  these  back  taxes  for  the  amount  of 
money  which  we  may  find  out  in  the  course  of  the  next  ten  or 
fifteen  years.  If  you  in  Canada  can  show  us  how  to  arrive  at 
the  result  we  have  sought  by  shorter  methods,  —  only  a  little 
shorter,  —  it   will   be   a   great   cause   of  satisfaction. 

Then  in  the  State  of  New  York  we  are  not  satisfied  with  our 
own  wealth,  but  when  a  man  dies  who  is  a  citizen  of  Massa- 
chusetts, and  who  owns  stock  in  a  corporation  which  has  its 
home  in  the  State  of  New  York,  the  State  of  Massachusetts 
takes  some  five  per  cent  of  what  he  leaves  to  liis  collateral 
relatives,  and  when  executors  send  his  stock  down  to  be  trans- 
ferred at  the  office  of  the  corporation  in  the  city  of  New  York 
or  State  of  New  York,  the  State  of  New  York  wants  five  per 
cent  more.  (Laughter.)  We  tax  anything  that  any  one  leaves 
who  dies  a  resident  of  the  State  of  New  York.  We  tax  every- 
thing that  any  man  leaves  anywhere  else  in  the  world  if  we  can 
get  our  hands  on  it  in  the  State  of  New  York.  (Laughter.) 
Some  of  our  States  have  seen  the  impoliteness  of  that 
method,  and  have  made  a  sort  of  reciprocal  arrangement,  that 
if  you  don't  we  won't.  (Laughter.)  I  think  Canada  has 
something  to  show  us  about  that,  and  I  hope  it  has,  because  I 
would  like  to  have  my  State  taught  to  be  more  polite  in  the 
family  of  States,  Provinces,  and  nations. 

The  last  Conference  was  not  so  big  but  that  it  was  a  delibera- 
tive body,  and  after  a  good  deal  of  hard  thought  we  framed 
some  resolutions  bearing  on  certain  broad  questions.  It  is 
very  gratifying  to  think  that  since  that  Conference  was  held 
there  has  been  a  notable  advance  along  the  line  of  resolutions 
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adopted  a  year  ago.  Our  last  Conference  declared  that  all 
State  constitutions  which  require  the  same  method  of  taxing 
all  lands  of  property  should  be  amended  so  as  to  leave  a  larger 
liberty  to  the  people  that  live  to-day,  that  they  may  not  be 
bound  longer  by  the  generation  that  has  gone.  Since  then  the 
State  of  Ohio  has  enacted  such  an  amendment  to  the  constitu- 
tion by  its  legislature,  and  that  amendment  will  be  voted 
upon  by  the  people  this  autumn.  The  State  of  Missouri  has 
done  likewise,  and  the  State  of  Washington  as  well.  The  State 
of  Louisiana  has  had  a  tax  commission  which  has  recommended 
a  similar  amendment  to  the  constitution  of  Louisiana.  The 
State  of  New  York,  my  home  State,  does  not  suffer  much  from 
constitutional  restraints,  although  we  still  have  certain  re- 
straints tucked  away  in  unexpected  corners  of  the  constitution 
that  may  block  our  best  efforts  to  reform  some  of  the  gravest 
of  our  abuses.  We  need  to  make  our  constitution  simpler  so 
that  we  shall  not  be  bound  by  what  the  men  thought  who 
framed  the  constitution  of  1846.  We  hope  to  profit  by  the 
example  of  those  States  who  are  amending  their  constitutions. 
We  resolved,  also,  that  no  State  should  tax  its  own  public 
debt,  thereby  imposing  a  burden  upon  itself,  on  its  own  power 
to  borrow^money ;  and  since  then  the  State  of  New  York  has 
abolished  the  last  vestige  of  the  taxation  of  the  public  debts 
in  the  State  of  New  York,  that  is,  of  its  own  pubUc  debt.  Un- 
fortunately we  do  not  exhibit  that  comity  between  States  and 
nations  that  would  lead  us  to  refrain  from  taxing  the  evi- 
dences of  debt  of  other  States,  but  I  hope  we  will  come  to  it. 
Massachusetts  has  also  abolished  the  taxation  of  its  indebted- 
ness. I  think  the  State  of  Washington  has  also  done  so.  So 
that  we  see  within  the  last  year  progress  has  been  made,  whether 
because  of  our  deliberations  or  because  men  came  here  who  were 
filled  with  the  thought  of  those  advances  that  ought  to  take 
place,  and  were  encouraged  by  meeting  those  who  had  the  same 
view;  who  shall  say?  I  hope  out  of  this  Conference  there 
shall  come  at  least  as  much  progress  in  the  year  before  us,  and 
that  another  Conference  may  assemble,  guided  again  by  what 
we  have  learned  from  our  sister  provinces  in  Canada  to  lead  a 
better  life  and  be  more  just  to  our  neighbors  and  our  own  citi- 
zens.    {Applaiue.) 
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Mayor  Oliver:  Gentlemen,  I  have  much  pleasure  now  in  in- 
troducing to  you  the  Permanent  Chairman,  Dr.  R.  A.  Falconer, 
the  President  of  the  University  of  Toronto.     (Applause.) 

President  Falconer  said :  I  have  to  thank  the  Conference 
for  this  honor  that  has  been  conferred,  not  upon  me,  but  upon 
the  institution  over  which  I  preside,  in  that  I  have  been  asked 
to  take  this  chair  this  afternoon,  and  throughout  the  gatherings 
of  the  Conference.  There  will  be,  I  believe,  a  number  of  Vice 
Chairmen  appointed,  so  that  the  duties  will  not  fall  on  any 
individual  with  undue  pressure.  Unfortunately  at  this  time 
in  the  University  the  ordinary  duties  engage  one's  attention 
so  absolutely  that  it  will  be  with  difficulty  that  I  can  attend 
more  than  a  few  sessions;  and  I  hope  that  you  will  consider 
my  absence  as  not  being  due  to  any  lack  of  interest  in  the  pro- 
ceedings, but  as  simply  being  occasioned  by  the  more  insistent 
demands  of  duty  elsewhere.  I  fully  realize  that  others  will 
preside  over  the  Conference  with  greater  ability  than  I  can 
show,  and  that  my  absence  will  not  in  any  way  detract  from 
the  success  of  the  gathering.  I  would  call  for  nominations  for 
Vice  Chairmen. 

Alderman  Geary:  Mr.  Chairman,  I  beg  to  nominate  as  one 
of  the  Vice  Chairmen  of  this  Conference  the  Hon.  Mr.  Matheson, 
Treasurer  of  the  Province  of  Ontario. 

The  nomination  was  put  and  carried  unanimously. 

Professor  Bullock  nominated  Frederick  N.  Judson,  Chair- 
man of  the  Missouri  Commission  on  Taxation  and  author  of  the 
well-known  treatise  on  the  law  of  taxation  in  the  United  States. 

Chairman  Falconer:  Before  putting  this  nomination  I 
have  been  asked  to  call  upon  the  Hon.  Mr.  Matheson  to  present 
himself  to  the  Conference  in  order  that  he  may  be  known. 

Hon.  Mr.  Matheson  said:  Mr.  President  and  gentlemen,  on 
behalf  of  the  Province  I  join  with  my  Premier,  Sir  James  Whit- 
ney, in  welcoming  you  here.  We  will  be  only  too  happy  to  do 
anything  we  can  to  forward  your  proceedings.  You  know  we 
are  in  the  midst  of  an  election  here  as  well  as  you  are  on  the 
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other  side  of  the  line,  and  possibly  I  will  not  be  able  to  attend 
all  the  meetings.  You  are  heartily  welcome  to  Toronto,  and 
anything  we  can  do  to  assist  you  in  your  deliberations  we  shall 
be  very  happy  to  do,     (Applause.) 

The  nomination  of  Professor  Judson  was  then  put  and  carried 
unanimously. 

President  Foote  :  I  wish  to  place  in  nomination  Mr.  George 
E.  Pomeroy,  of  Toledo,  Ohio,  President  of  the  Ohio  State 
Board  of  Commerce. 

The  nomination  was  put  and  carried  unanimously. 

Mr.  Pomeroy:  Mr.  Chairman  and  gentlemen,  it  is  a  great 
pleasure  to  occupy  the  position  of  Vice  Chairmen  of  this  Con- 
ference in  the  city  of  Toronto,  a  city  I  have  known  for  twenty 
years  as  being  the  leading  city  of  the  Dominion,  and  whose 
many  methods  I  have  admired.  It  has  always  seemed  to  me 
that  it  had  the  breadth,  the  foresight,  to  more  closely  cooperate 
with  the  cities  of  the  United  States  in  its  commercial  inter- 
course; and  I  cannot  think  of  any  city  in  the  Dominion  in 
which  we  could  so  successfully  or  happily  meet  as  in  the  city  of 
Toronto.  I  trust  that  our  visit  here  this  week  may  be  long 
remembered  by  the  citizens  of  Toronto,  both  through  their 
benefit  by  our  deliberations  and  from  our  pleasant  intercourse 
with  the  citizens.     (Applause.) 

Mr.  Perrie:  I  beg  to  nominate  John  B.  McKilligan,  Pro- 
vincial Surveyor  of  Taxes  for  British  Columbia,  as  Fourth 
Vice  Chairman. 

Mr.  McKilligan:  I  feel  very  highly  honored  in  being  nomi- 
nated to  the  position  of  Vice  Chairman  of  this  Conference.  It  is 
not  only  an  honor  to  myself,  but  it  is  an  honor  to  the  Province 
I  represent  —  the  most  westerly  Province  of  this  Dominion. 
I  shall  do  all  in  my  power  to  make  the  Conference  interesting, 
and  as  I  shall  have  the  pleasure  of  reading  a  paper,  perhaps  the 
less  I  say  now  the  better.     I  thank  you.     (Applause.) 

Chairman  Falconek:  That  concludes  the  selection  of  the 
four  Vice  Chairmen  which  the  Committee  had  arranged  for. 
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It  has  been  arranged  that  the  Corresponding  Secretary  of  the 
National  Tax  Association,  Mr.  A.  C.  Pleydell,  shall  act  as  Sec- 
retary of  the  Conference. 
The  selection  of  Mr.  Pleydell  as  Secretary  was  confirmed. 

Chairman  Falconer:  There  are  some  Committees  now  to 
be  appointed. 

,  Mr.  Ernest  C.  Kontz  moved  that  a  committee  of  five  be 
appointed  to  serve  as  Committee  on  Credentials,  Rules  and 
Program.     Motion  seconded  and  carried. 

Mr.  Howe  moved  that  a  Committee  on  Resolutions,  consist- 
ing of  one  delegate  from  each  Province  and  one  from  each  State 
represented  in  this  Conference,  be  appointed,  to  which  committee 
shall  be  referred  all  resolutions  without  debate.     Carried. 

Chairman  Falconer  :  The  following  names  have  been  placed 
before  me  as  the  Committee  on  Credentials,  Rules  and  Program : 

A.  C.  Pleydell,  New  Jersey,  Chairman. 

G.  R.  Geary,  Ontario. 

F.  A.  Derthick,  Ohio. 

Frank  L.  McVey,  Minnesota. 

J.  B.  Morrill,  New  Hampshire. 

On  motion  these  names  were  approved. 

Chairman  Falconer:  I  regret  exceedingly  to  announce  that 
the  address  on  Taxation  and  the  Public  Welfare  which  was  to 
have  been  delivered  by  Dr.  James  H.  Dillard  must  be  withheld 
on  account  of  the  absence  of  Professor  Dillard.  There  has  been 
a  death  in  his  family,  and  other  members  of  his  family  are  very 
ill.  I  am  sure  that  our  sympathy  goes  out  to  Dr.  Dillard  under 
these  circumstances,  and  we  regret  exceedingly  that  he  is 
unable  to  be  with  us. 

Mr.  Crandall:  In  view  of  the  announcement  you  have  just 
made,  I  move  that  this  body  express  through  its  Secretary  to 
Professor  Dillard  its  sympathy  with  him  in  his  affliction,  and 
that  the  Secretary  be  instructed  to  send  that  message. 

Mr.  Purdy:    I  second  that  motion. 
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Chairman  Falconer:  That  motion,  I  am  sure,  I  need  not 
put.  We  are  unanimous  in  having  such  a  motion  put  and  such 
a  message  transmitted  to  Professor  Dillard. 

[At  a  subsequent  meeting.] 

President  Falconer  announced  the  following  as  a  Com- 
mittee on  Resolutions: 

Committee  on  Resolutions 


Chairman,  Chas.  J. 
W.  H.  Corbin 
George  W.  Sparks 

E.  C.  Kontz 

F.  P.  Crandon 
I.  A.  Loos 

S.  T.  Howe 
W.  A.  Robinson 
Morrill  N.  Drew 
Wm.  H.  Hoyt 
Carl  L.  Wallace 
F.  M.  Lee 
J.  H.  Underwood 
W.  C.  Webster 
W.  B.  Fellows 
A.  C.  Pleydell 
Lawson  Purdy 
James  E.  Boyle 
W.  L  Chamberlain 
John  H.  Geyer 
J.  J.  Thomas 
J.  H.  Easterday 
T.  C.  Townsend 
N.  S.  Gilson 
John  Perrie 
J.  B.  McKilligan 
J.  W.  Harris 
A.  J.  Matheson 
A.  Brosnan 


Bullock,  Massachusetts 

Connecticut 

Delaware 

Georgia 

Illinois 

Iowa 

Kansas 

Kentucky 

Maine 

Michigan 

Minnesota 

Mississippi 

Montana 

Nebraska 

New  Hampshire 

New  Jersey 

New  York 

North  Dakota 

Ohio 

Pennsylvania 

Utah 

Washington 

West  Virginia 

Wisconsin 

Alberta 

British  Columbia 

Manitoba 

Ontario 

Quebec 


ORGANIZATION  OF  CONFERExNCE  66 

[At  a  subsequent  meeting.] 

Secretary  Pleydell  reported  on  behalf  of  the  Committee 
on  Credentials,  Rules  and  Program.  He  said:  In  the  matter 
of  credentials,  a  good  many  delegates  only  arrived  late  this 
evening  and  are  still  coming  in,  and  we  have  not  had  time  to  go 
over  the  delegates'  books  and  compare  the  arrivals.  We  will 
do  that  to-morrow.  The  committee  recommend  the  adoption  of 
the  following  rules. 

Rules  of  the  Conference 

1.  The  organization  and  procedure  of  the  Conference  shall 
be  governed  by  Article  6  of  the  proposed  Constitution  of  the 
International  Tax  Association  as  printed,  Umiting  the  voting 
power  to  delegates  appointed  by  Premiers,  Governors  and  Presi- 
dents of  Universities  and  Colleges. 

2.  Addresses  shall  be  limited  to  thirty  minutes. 

3.  Discussion  shall  follow  each  paper,  where  the  subject  is 
different  from  the  preceding  one;  or  shall  follow  a  group  of 
papers  when  the  subject  is  similar. 

4.  Each  speaker  in  discussion  shall  be  Hmited  to  five  minutes, 
and  the  general  discussion  shall  not  exceed  thirty  minutes  unless 
otherwise  voted.  The  privilege  of  the  floor  may  be  extended  to 
members  of  the  National  Tax  Association  and  pubUc  officials. 

5.  The  order  of  discussion  shall  be: 

(a)  Invited  speakers. 

(6)  Those  who  give  notice  of  their  desire  to  discuss  a  par- 
ticular paper, 
(c)  General  discussion  by  delegates. 

6.  The  ordinary  rules  of  parliamentary  procedure  shall 
govern  otherwise. 

Mr.  Purdy  moved  the  adoption  of  the  rules  as  read.    Carried. 

Secretary  Pleydell:  I  have  been  requested  to  ask  that 
Resolutions  for  the  consideration  of  the  Resolution  Committee 
be  offered  early  in  the  Conference.  Last  year  many  were  held 
till  the  last  minute.  Pending  the  organization  of  the  committee 
I  will  take  charge  of  any  resolutions  that  are  handed  in. 
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2.  Taxation  of  Timber  Lands  in  the  United  States. 

Fred    R.    Fairchild,    Assistant    Professor    of    Political 
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A.  C.  Shaw,  Principal   Examiner,  U.  S.  Forest  Service, 
Washington,  D.C. 

4.  Forest  Taxation  and  Conservation. 
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5.  Discussion. 
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THE  DIVISION  BETWEEN  STATE  AND  LOCAL 
TAXATION 

By  Professor  Isaac  A.  Loos 
School  of  Political  Science,  University  of  Iowa,  Iowa  City,  la. 

In  the  presentation  of  this  subject  one  needs  to  start  with 
a  classification  of  taxes,  and  in  order  to  get  a  classification  of 
taxes,  one  must  have  a  principle  of  classification.  Principles 
may  be  found  through  experience,  or  by  analysis. 

If  we  attempt  to  classify  taxes  on  the  basis  of  experience,  we 
get  an  empirical  or  historical  classification,  such  an  enumera- 
tion, for  example,  as  the  following:  head  or  poll  tax;  general 
property  tax ;  taxes  on  consumption  and  on  acts ;  and,  finally, 
income  and  inheritance  taxes. 

If,  on  the  other  hand,  we  select  somewhat  arbitrarily  through 
analysis  a  principle  of  classification,  we  might  adopt  the  method 
of  approach  to  the  source  of  taxation,  or  the  method  of  assess- 
ment, as  our  principle  of  classification.  On  this  principle  we 
may  classify  taxes  as  taxes  on  property,  which  can  be  subdivided 
in  turn  as  taxes  on  property  in  person  (the  poll  or  head  tax), 
property  in  land  (real  estate),  and  property  in  capital,  meaning 
all  other  forms  of  property.  To  speak  of  a  poll  tax  as  a  tax  on 
property  requires  resort  to  the  legal  theory  that  a  freeman  is 
owner  of  himself  and  his  labor  force  in  a  sense  analogous  to  a 
master's  ownership  of  his  slave. 

In  recognizing  capital  as  an  object  of  taxation,  we  have  been 
forced  to  distinguish  between  tangibles  and  intangibles,  or 
visible  and  invisible  property  or  capital.  The  invisibility  of 
great  classes  of  modern  property  has  given  rise  to  difficulties 
which  have  resulted  in  the  breaking  down  of  the  general  property 
tax  as  a  source  of  income,  because  it  has  been  found  that  the 
general  property  tax  really  consists  of  a  variety  of  taxes,  some 
of  which  are  good  while  others  are  bad.     The  modern  organi- 
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zation  of  industry  in  which  the  corporation  has  so  conspicuous 
a  place  is  compelhng  governments,  as  we  all  very  well  know,  to 
get  at  income  in  some  other  way  than  by  direct  assessment  of 
property ;  it  is  this  necessity  that  has  developed  what  now  we 
are  calling  taxes  on  business,  in  which  we  aim  to  get  at  income 
by  means  of  taking  note  of  the  business  under  consideration 
directly.  Under  this  broad  head  we  may  group :  license  taxes 
(police  taxes) ;  franchise  taxes  (local  monopolies) ;  corporation 
taxes  (capitalistic  or  territorial  monopolies) ;  and  the  taxation 
of  transactions,  taking  form  respectively  in  taxing  (1)  the  pro- 
cess of  manufacture  —  an  excise  tax,  (2)  the  process  of  trans- 
portation —  customs  and  octroi,  (3)  the  process  in  contract  — 
stamp  duties  on  legal  instruments. 

Supplementary  to  the  two  great  classes  of  taxes  herein  just 
considered,  namely,  taxes  on  property  and  taxes  on  business, 
we  may  recognize  as  a  third  general  class  the  direct  taxation  of 
incomes  and  inheritances. 

With  a  classification  of  taxes  on  a  definite  principle  at  hand 
we  are  prepared  to  consider 

I.  The  Problem  of  distributing  these  Taxes  or  Sources 
OF  Revenue  among  the  Various  Subdivisions  of 
Government 

The  first  factor  which  we  must  recognize  as  playing  an  im- 
portant part  in  the  solution  of  this  problem  is  the  extent  or  area 
of  a  given  State  or  government,  because,  upon  its  extent  or 
area  will  depend  the  subdivisions  of  such  State  for  purposes  of 
legislation  and  administration.  Taking  into  view  the  larger 
States  of  the  motlern  world,  such  as  the  British  Empire,  the 
German  Empire,  France  and  the  United  States,  we  may  rec- 
ognize three  divisions  of  government  according  to  area,  which 
may  be  designated  respectively  as  central,  local  and  inter- 
mediate. By  what  I  here  call  the  intermediate  division  of 
government,  I  have  in  mind  that  which  from  some  points  of 
view  is  a  central  government,  and  from  otlier  points  of  view 
local.  Illustrations  of  each  of  these  divisions  may  be  found  in 
eteh  of  the  States  just  enumerated.  In  the  United  States  of 
North  America  the  so-called  State  or  Commonwealth  forms  the 


DIVISION  BETWEEN  STATE  AND  LOCAL  TAXATION      61 

intermediate  division  of  government,  and  in  the  accepted  ter- 
minology among  the  people  of  the  United  States,  we  speak  of 
the  central  or  federal  government,  the  State  government  and 
the  local  government.  In  the  Constitution  of  the  United  States, 
as  all  well  know,  the  several  States  composing  the  Union  are 
treated  as  sovereign  governments  except  in  those  fields  in  which 
power  is  expressly  granted  to  the  federal  government.  This, 
of  course,  means  that  the  States,  as  history  during  the  last  one 
hundred  years  has  well  proven,  are  in  the  possession  of  only  a 
limping  sovereignty,  and  in  the  discussion  of  the  distribution 
of  taxes  among  federal,  local  and  intermediate  divisions  of 
government,  as  those  exist  in  our  system,  we  strike  especial 
difficulties  in  differentiating  the  sources  of  revenue  which  should 
be  assigned  to  our  States  and  those  which  should  be  assigned 
to  the  federal  government.  H.  C.  Adams,  in  his  treatise  on 
the  Science  of  Finance,  recognizes  this  so  distinctly  that  he 
devotes  a  special  section  to  its  discussion.  With  reference  to 
the  assignment  of  revenue  for  local  government,  our  situation 
in  the  United  States  is  in  no  way  peculiar,  and  the  problem,  in 
my  judgment,  not  especially  complex.  On  account  of  its  sim- 
plicity, indeed,  one  might  speak  of  its  natural  simplicity,  we 
may  take  up  this  topic  next. 

II.  The  Sources  of  Revenue  for  Local  Governments 

Before  proceeding  far  in  an  attempt  to  assign  specific  taxes 
for  local  divisions  of  government,  we  must  recognize  the  different 
divisions  of  local  government.  These,  in  our  own  system,  may 
be  enumerated  as  townships,  school  districts,  counties  and 
municipalities  or  cities.  It  is  possible,  I  think,  to  group  the 
first  three  as  rural  local  governments.  Speaking  generally, 
rural  local  government,  in  the  American  States,  is  organized 
either  with  the  county  as  fundamental  or  with  the  township  as 
fundamental.  In  most  of  our  Western  States,  and  in  practically 
all  of  our  Southern  States,  the  township  becomes  merely  an 
administrative  district,  while  in  the  New  England  States  and 
in  certain  of  our  Western  States,  the  township  is  fundamental, 
and  the  county  becomes  merely  an  administrative  district.  In 
still  other  commonwealths,  such  as  New  York,  there  is  a  mixed 
system  of  county  and  township  control. 
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Passing  whatever  division  of  opinion  there  might  be  with 
regard  to  the  propriety  of  this  suggested  grouping,  and  fixing 
our  attention  on  the  rural  _local  community  as  distinguished 
from  the  urban,  we  may  say  that  its  taxes  must  be  found  through 
its  industry,  or,  if  we  will,  through  its  property,  and  the  basis  of 
its  industry,  viewing  it  from  that  standpoint,  or  viewing  it 
from  the  aspect  of  property,  the  chief  property  in  the  rural 
community,  is  agricultural  land.  Subordinate  and  contributory 
to  the  cultivation  of  agricultural  land,  come  certain  types  of 
tangible  property.  Impersonal  or  invisible  property  does  not 
constitute  a  conspicuous  feature  of  property  in  the  rural  com- 
munity. This  process  of  exclusion  makes  it  natural,  and  even 
necessary,  that  we  should  assign  land  values  as  the  fundamental 
source  of  taxation  for  rural  communities,  together  with  the 
tangible  property  contributory  to  land  values.  This  analysis 
might  lead  us  to  concede  what  has  been  claimed  by  various 
writers  on  the  subject,  that  even  our  so-called  general  property 
tax  might  usually  be  continued  in  our  rural  communities  with- 
out resulting  in  any  serious  inequity. 

If  now  we  pass  from  this  assignment  of  the  sources  of  revenue 
in  a  rural  community  to  those  of  the  urban  community,  we  pass 
from  a  comparatively  simple  problem  to  a  comparatively 
complex  one.  But  the  problem  is,  after  all,  not  as  complex  as 
it  may,  on  a  cursory  examination,  appear  to  be.  In  the  urban 
community  we  have  the  development  of  commerce  and  growing, 
often  even  congested,  centers  of  population,  and  these  on  a 
scale  increasing  with  the  size  of  the  community.  Consequently 
we  find  additional  sources  of  revenue.  Land  continues  to  be 
constituent  and  fundamental  in  the  resources  of  the  urban 
community,  and  its  taxation  may,  therefore,  be  regarded  as  the 
first  great  source  of  public  revenue  for  any  urban  government. 
Closely  allied  to  the  taxation  of  local  land  values  which  must 
be  assigned  to  the  urban  community,  is  the  franchise,  or  local 
monopoly  tax,  which  must  be  assigned  as  a  source  of  revenue 
of  the  first  importance  to  the  urban  community.  Indeed  we 
may  speak  of  this  source  of  revenue  as  one  of  the  undeveloped 
sources  of  revenue  in  our  American  cities.  Continental  cities 
have  gone  much  further  in  the  exploitation  of  this  admirable 
source  of  revenue.     But  a  splendid  beginning  has  been  made  in 
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a  few  of  our  States,  notably  in  the  State  of  New  York  by  the 
passage  of  the  Ford  Special  Franchise  Tax  Law  in  1899. 

The  Ford  Law,  passed  in  1899  by  the  New  York  legislature, 
was  designed  as  a  means  of  securing  control  in  that  particular 
juncture  of  corporate  interests  that  were  reposing  somewhat 
defiantly  in  the  security  of  their  permanent  charters.  It  was 
found  that  the  permanent  franchise  possessed  by  a  company 
put  that  company  into  the  position  of  practically  defying  the 
city,  and  it  was  not  until  the  taxing  power  against  the  actual 
value  of  the  franchise  was  employed,  that  this  company  became 
amenable  to  local  control.  The  significance  of  this  episode 
deserves  attention  from  American  cities;  its  principle  will  bear 
extension. 

Manufacturing  interests  may  be  taxed  through  their  real 
estate  values,  and  public  service  corporations  can  be  taxed 
through  the  assessment  of  the  value  of  their  special  privileges 
calculated  on  a  basis  analogous  to  the  calculation  of  the  value 
of  the  realty.  In  so  far  as  the  manufactures  cannot  be  taxed 
by  the  land  values  which  they  occupy,  they  may  very  well  be 
allowed  exemption  from  urban  taxes  because  their  value  is 
due  to  the  community  outside,  and  they  may  be  adequately 
reached  by  the  State  taxation  of  transportation  facilities,  which 
they  must  invariably  use.  The  writer  is  prepared  frankly 
to  adopt  the  principle  that  all  industries  subject  to  the  juris- 
diction of  commercial  competition  should  be  released  from 
taxation  except  as  taxed  through  the  excise  law  of  the  federal 
government,  and  that  monopolistic  industries,  both  local  and 
statewide,  should  be  taxed  with  a  view  to  reaching  for  the 
public  purse  the  monopolistic  surplus  created  by  social  agencies 
on  grounds  analogous  to  those  on  which  economists  justify  the 
special  taxation  of  the  economic  rent  of  land. 

Perhaps  provision  should  also  be  made  for  the  taxation  of 
personal  property  in  cities  and  for  the  taxation  of  income  from 
services,  that  is,  for  the  taxation  of  professional  incomes,  but 
the  writer  hesitates  to  assent  to  these  proposals.  If  professional 
incomes  are  to  be  taxed  for  the  benefit  of  the  municipality,  he 
would  prefer  to  see  them  assessed  and  collected  by  the  State  and 
assigned,  if  need  be,  by  the  State  to  the  municipality. 

In  the  assignment  of  taxes  for  urban  local  revenue,  so  far,  I 
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kave  kept  in  view  the  industry  of  the  municipality,  or  what  we 
might  call  the  property  of  the  municipality.  In  addition  to 
this  basis  of  taxation  in  urban  communities,  which  is  practically 
the  only  basis  of  taxation  in  the  rural  community  as  far  as  I 
see,  we  must  recognize  that  in  the  urban  community  we  can 
assign  taxes  also  on  the  additional  basis  of  the  duties  which  the 
municipal  government  or  the  urban  community  performs  as 
distinguished  from  the  rural  community,  and  the  specific  duty 
which  looms  large  in  the  urban  community  is  that  of  police 
administration.  In  the  rural  community  comparatively  little 
money  has  to  be  paid  out  for  the  police.  Such  moneys  as  are 
paid  out  for  the  police  are  ordinarily  for  the  general  protection 
of  property.  In  the  city,  however,  the  maintenance  of  a  police 
force  becomes  a  special  function  of  municipal  government  and 
is  involved  with  a  number  of  special  problems,  special  exigen- 
cies. Foremost  of  these  is  the  situation  which  the  liquor 
traffic  creates.  The  most  important  source  of  revenue  to  be 
assigned  to  the  urban  community  from  this  standpoint  is  the 
taxation  of  licenses,  —  specifically  liquor  licenses.  Beginning 
as  moderate  charges  for  the  privilege  of  engaging  in  the  liquor 
business,  these  licenses  have  grown  until  now  under  the  high 
licenses  in  force  in  most  of  our  cities,  the  annual  payment  of  a 
thousand  dollars  or  more  for  the  privilege  of  maintaining  a 
saloon  is  required,  and  proportionate  amounts  are  required 
from  other  branches  of  the  liquor  business.  The  advantages 
which  come  from  this  high  license  system  lie  in  the  fact  that  the 
tax  is  easily  assessed,  easily  collected  and  very  productive. 
The  Ucense  system  compels  concentration  of  the  business  affected 
into  fewer  establishments,  and  so  makes  supervision  easier  and 
more  efficient.  The  economies  resulting  from  this  concentra- 
tion are  so  great  that  it  may  be  questioned  whether  they  reduce 
the  profits  of  those  engaged  in  the  liquor  traffic,  or  add  ap- 
preciably to  the  prices  charged.  The  suggestion  has  been 
ventured  that  the  hcense  system  might  be  greatly  extended,* 
because  retail  trade,  whether  in  liquors,  or  in  drugs,  milk,  ice, 
groceries  or  even  merchandise,  is  strikingly  wasteful  when 
exposed  to  the  effects  of  an  unregulated  competition.  The 
retail  trade  in  milk,  for  example,  in  a  largo  city  can  bo  better 

>  Cr.  Seager,  "Introduction  to  Economloa,"  3d  otl.,  p.  500. 
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supervised  under  a  license  system  because  it  would  tend   to 
concentrate  the  business. 

Although  the  list  of  articles  in  which  trade  has  to  be  legalized 
through  licenses  is  comparatively  limited,  licenses  are  now 
extended  to  more  lines  of  trade  than  those  would  imagine  who 
have  no  extensive  acquaintance  with  actual  city  ordinances. 
The  list  is  by  no  means  completed  when  we  add  peddlers'  licenses 
to  liquor  licenses. 

III.  The  Suitable  Sources  of  Revenue  for  the  States 

Here  we  must  begin  with  two  general  observations:  In  the 
first  place,  our  States,  having  no  direct  international  obliga- 
tions, need  no  considerable  emergency  tax.  In  a  general  theory 
of  public  finance,  provision  is  always  made  for  extraordinary 
expenditures  by  a  central  government,  but,  speaking  generally, 
our  American  commonwealths  need  no  large  emergency  or  con- 
tingent fund.  All  of  them  have,  of  course,  a  slight  contingent 
fund,  but  this  is  usually  so  small  that  it  can  be  assigned  to  the 
general  resources  of  the  State  treasury.  Secondly,  the  duties 
of  our  States  are  primarily  legislative  and  administrative,  and 
tax  levies  for  State  revenue  should  be  established  with  this  fact 
more  conspicuously  in  view  than  it  now  is.  The  expenses  of 
legislation  may,  perhaps,  be  expected  to  diminish,  but  the  ex- 
penditures for  administration  may  be  expected  to  increase. 

First  in  the  list  of  sources  for  State  revenue  we  may  place 
administrative  fees,  which  are  usually  collected  through  the 
counties,  the  counties  being  regarded  as  administrative  sub- 
divisions of  the  State.  These  administrative  fees  are  to  be 
calculated  on  the  basis  of  providing  an  approximate  support 
for  the  duties  thus  performed.  Mortgages,  insurance  com- 
panies and  business  corporations  in  a  general  way  may  be  thus 
taxed.  Business  corporations  and  business  operations  of  a 
non-monopoUstic  character  may  be  thus  taxed  by  the  State 
through  administrative  fees  or  by  a  moderate  rate  of  taxation 
with  a  view  of  making  them  bear  the  costs  of  governmental 
supervision  of  corporate  and  other  lines  of  business.  By  this 
reasoning  a  moderate  taxation  of  mortgages  may  be  justified, 
such  a  taxation  of  mortgages,  for  example,  as  obtains  under  the 
New  York  law,  which  provides  for  a  small  tax  on  every  mortgage 
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at  the  time  of  record.  This  principle  can  be  extended  to  apply 
to  the  taxation  of  insurance  companies  and  business  corporations 
in  general,  including  provision  for  a  moderate  tax  on  foreign  and 
domestic  corporations  seeking  to  do  a  competitive  business 
within  any  State. 

Secondly  in  the  assignment  of  the  sources  of  State  revenue,  a 
large  place  must  be  given  to  the  corporation  taxes,  specifically 
that  class  of  corporations  which  have  been  classed  above  in 
this  paper  as  capitalistic  or  territorial  monopoUes.  A  leading 
illustration  of  this  type  of  corporation  is,  of  course,  the  railway. 
Allied  to  these  are  other  transportation  corporations,  such 
as  express  and  telephone  companies.  In  the  State  of  Iowa,  for 
example,  these  sources  of  State  revenue  are  comparatively 
undeveloped,  although  some  progress  has  been  made  in  recent 
years  in  the  taxation  of  railways ;  but  in  Iowa  we  are  far  from 
such  an  extended  development  of  this  source  of  State  revenue 
as  has  been  secured,  for  example,  in  the  State  of  Wisconsin. 

A  third  source  of  revenue  for  the  State  is  the  taxation  of 
mineral  rights,  but  this  source  of  State  revenue  needs  to  be 
listed  with  the  express  understanding  that  it  is  available  only 
in  certain  States,  while  it  is  practically  unavailable  in  others. 
On  the  basis  of  economic  analysis,  as  well  as  in  the  Ught  of 
historical  public  policy,  the  community  has  a  large  claim  upon 
mineral  deposits.  In  most  of  our  States  it  is  too  late  to  make 
this  source  of  revenue  fully  available  to  its  scientifically  jus- 
tifiable extent  on  general- grounds,  because  it  would  involve  the 
taxing  of  property  without  due  process  of  law,  or  what,  in  our 
law,  we  call  an  interference  with  vested  interests.  But  speak- 
ing of  the  matter  from  a  scientific  standpoint  as  well  as  in  the 
light  of  public  experience,  this  may  very  well  be  listed  as  a 
suitable  source  of  general  revenue  for  central  governments. 
In  certain  European  States,  for  example  in  Prussia,  this  right 
has  been  quite  well  preserved.  It  may  be  possible  for  those 
States  in  which  large  mineral  deposits  are  situated  to  develop 
legal  and  constitutional  methods  of  approach  to  this  source 
of  revenue  on  lines  similar  to  that  inaugurated  in  the  State 
of  New  York  through  the  Ford  Law  for  reaching  special  franchise 
value.s.  It  must  be  conceded  that  the  problem  is  a  complicated 
one,  and  full  of  difficulties. 
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The  fourth  and  last  source  of  State  revenue  to  which  I  desire 
to  give  a  conspicuous  place  is  an  income  tax,  —  and  unless  we  are 
prepared  to  use  the  term  "  income  tax  "  broadly,  I  should  want 
to  add  inheritance  tax.  We  may  speak  of  an  income  tax  as  an 
attempt  to  reach  the  larger  incomes  from  services,  that  is,  the 
class  with  large  salaries  and  the  income  of  those  who  have  large 
property,  —  those  who  are  sometimes  called  the  idle  rich. 
The  justification  for  this  type  of  an  income  tax  is  found  in  the 
need  of  reaching  the  larger  fortunes  in  order  to  make  the  burdens 
of  taxation  in  a  working  system  of  taxation  more  equal.  If  we 
regard  the  inheritance  tax,  as  Adams  does,  for  example,  as  a  tax 
on  the  income  of  property  as  distinguished  from  the  income  from 
property,  we  might  consider  the  inheritance  tax  as  an  income 
tax  or  embraced  within  the  income  tax. 

In  conclusion  I  desire  to  state  that  I  clearly  recognize  that 
a  complete  consideration  of  my  theme  demands  that  I  should 
say  something  respecting  the  relation  of  the  taxes  which  I  have 
designated  as  sources  of  State  revenue  to  the  federal  govern- 
ment, —  that  I  should  explain  how  the  State  governments  and 
the  federal  government  should  cooperate  in  the  assessment 
and  collection,  for  example,  of  the  taxes  on  pubUc  service  cor- 
porations and  of  the  income  and  inheritance  taxes.  It  might 
also  be  required  of  me  to  show  more  clearly  how  the  local  taxes 
and  the  taxes  for  State  revenue  should  be  coordinated.  But 
these  administrative  considerations,  though  recognizing  their 
importance,  I  must  insist  constitute  another  story,  and  their 
adequate  consideration,  however  relevant,  would  require  the 
presentation  of  a  separate  paper. 
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The  writer  of  this  paper  is  at  present  engaged  in  the  prepara- 
tion of  a  report  on  the  taxation  of  timber  lands  for  the  National 
Conservation  Commission,  appointed  last  spring  by  the  Presi- 
dent of  the  United  States.  With  the  assistance  of  the  United 
States  Forest  Service,  a  large  amount  of  material  has  been  col- 
lected and  a  good  deal  of  preliminary  work  done.  The  paper 
which  is  here  presented  is  based  upon  that  investigation.  This 
work  is  only  the  beginning  of  a  thorough  study  of  the  subject, 
which  the  writer  expects  to  make  in  cooperation  with  the  Forest 
Service.  The  present  paper,  therefore,  should  be  regarded  as 
a  preliminary  report  only,  to  be  followed  at  some  future  time 
by  a  more  exhaustive  study. 

The  evils  of  the  general  property  tax  are  well  known.  Cer- 
tainly they  need  no  emphasis  before  this  audience.  But  in 
addition  to  its  other  shortcomings,  the  general  property  tax  is 
defective  in  a  peculiar  way  in  the  case  of  all  invested  wealth 
which  is  either  increasing  or  declining  in  value.  Suppose  a  man 
invests  S10,000  in  a  perpetual  annuity  at  5  per  cent,  yielding  an 
annual  income  of  $500.  Suppose  an  annual  property  tax  of 
1  per  cent  is  imposed.  The  tax  will  take  $100,  or  20  per  cent 
of  the  income  each  year.  Suppose  now  another  man,  having 
$10,000,  puts  it  in  trust  for  14  years,  after  which  time,  the  prin- 
cipal having  doubled,  he  invests  it  in  a  perpetual  annuity  of 
$1000  a  year.  Under  the  property  tax  he  is  taxed  $100  the  first 
year,  but  the  second  year,  his  capital  having  increased  to 
$10,500,  he  pays  a  tax  of  $105.  His  tax  increases  each  year 
until  the  fourteenth,  after  which  it  is  $200  a  year.     The  present 
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value  of  all  the  taxes  paid  by  the  first  man  is  $2000,  or  20  per 
cent  of  his  capital.  The  present  value  of  all  the  taxes  paid  by 
the  second  man  is  $3428,  or  34  per  cent  of  his  capital.  That  is, 
the  man  who  does  not  use  up  his  income,  but  reinvests  it,  is 
punished  by  an  excessive  tax. 

Now  the  business  of  forestry  is  like  the  investment  of  the 
second  man.  The  annual  growth  of  the  trees,  instead  of  being 
taken  each  year  as  income,  is  left  to  increase  the  capital  till 
many  years  later,  when  the  timber  is  cut  and  the  income  begins 
to  accrue.  A  property  tax,  strictly  enforced,  must  inevitably 
place  an  excessive  burden  upon  forests  as  compared  with  the 
ordinary  investments  yielding  a  regular  annual  income. 

We  have,  then,  at  the  start,  a  theoretical  presumption  against 
the  taxation  of  forests  under  the  general  property  tax.  More- 
over, we  are  beginning  to  hear  complaints  of  unjust  and  excess- 
ive taxation,  of  forests  prematurely  cut  on  account  of  taxes,  of 
wasteful  and  destructive  "skinning"  of  timber  lands,  of  cut- 
over  lands  not  reforested,  but  abandoned  because  of  taxation, 
and  of  timber-land  owners  who  do  not  practice  forestry  because 
the  taxes  would  eat  up  the  profits.  Here  seems  to  be  a  problem 
worthy  of  careful  study. 

Timber  lands  are  taxed  to-day  under  the  general  property 
tax  in  every  State  and  Territory  of  the  United  States,  generally 
exactly  the  same  as  other  kinds  of  wealth.  In  only  fourteen 
States  is  any  special  consideration  given  to  timber  lands  in  the 
tax  laws.  These  States  attempt  to  encourage  the  planting  and 
cultivation  of  trees,  or  the  general  practice  of  forestry,  by  entire 
or  partial  exemptions  from  taxation,  by  rebates  of  part  of  the 
taxes,  or  by  bounties  to  be  deducted  from  the  taxes.  Four  other 
States  make  provision  for  bounties,  although  these  bounties 
have  no  connection  with  taxation.  Three  States,  included, 
however,  in  those  mentioned  above,  try  to  encourage  forestry 
by  offering  prizes,  without  any  reference  to  taxation.  In  all 
of  the  other  twenty-eight  States,  and  in  the  two  Territories,  tim- 
ber lands  receive  no  special  consideration.  None  of  these 
schemes  of  exemptions,  rebates,  bounties  or  prizes  has  touched 
the  real  problem  of  forest  taxation.  These  laws  are  rarely 
taken  advantage  of,  and  their  effect  on  the  actual  taxation  of 
timber  lands  is  usually  negligible.     Wo  return,  therefore,  to 


TAXATION  OF  TIMBER  LANDS  IN  UNITED  STATES     71 

the  statement  that  timber  lands  are  taxed  in  the  United  States, 
with  few  and  unimportant  exceptions,  exactly  the  same  as 
other  wealth  subject  to  the  general  property  tax. 

The  administration  of  the  tax  on  forests  needs  no  special 
notice,  for  it  is  simply  the  general  property  tax  with  which  we 
are  all  familiar.  Here,  as  everywhere,  we  find  the  same  loose 
system  of  assessment  in  the  hands  of  men  having  no  special 
qualification  for  the  work,  and  based  upon  the  taxpayer's  dec- 
laration, upon  hearsay  evidence,  and  upon  occasional  examina- 
tion of  the  property,  which  at  best  must  be  superficial  and  inac- 
curate. We  have  the  well-known  results  of  this  hit  or  miss 
method,  —  inequality,  overvaluation,  undervaluation  and  gen- 
eral confusion.  Timber  lands,  like  other  wealth,  are  as  a  rule 
grossly  undervalued.  The  tax  rate  for  timber  lands  is  the 
same  as  for  property  in  general,  and  the  collection  of  the  tax 
needs  no  special  attention. 

It  is  important  to  know  just  what  is  the  actual  burden  of 
taxation  on  the  forest  lands  of  the  United  States  to-day.  To 
thoroughly  answer  this  question  will  require  a  detailed  study 
of  forest  taxation  in  every  State,  and  indeed  in  every  town 
where  forests  are  important.  This  study  will  take  time.  Only 
a  beginning  has  yet  been  made.  The  conclusions  here  presented 
are  therefore  only  tentative,  and  may  very  likely  have  to  be 
modified  after  further  investigation.  They  are  based  upon 
(1)  miscellaneous  evidence  from  forestry  journals,  lumber  trade 
journals,  and  publications  of  the  United  States  Forest  Service, 
and  of  the  several  State  foresters ;  (2)  an  extensive  correspond- 
ence with  State  foresters,  tax  officials,  timber  owners  and  others; 
and  (3)  special  local  investigations  made  by  members  of  the 
Forest  Service  staff.  The  most  complete  and  exact  body  of 
evidence  comes  from  a  special  report  on  the  taxation  of  tim- 
ber lands  in  New  Hampshire,  made  by  one  of  the  Forest  Service 
staff,  after  an  investigation  covering  most  of  the  past  spring 
and  summer. 

From  this  evidence,  so  far  as  it  goes,  the  following  conclusions 
seem  to  be  warranted:  The  valuation  of  forest  lands  is  made 
in  the  most  haphazard  way,  resulting  in  the  greatest  uncertainty 
and  inequality.  For  example,  a  wood  lot  in  New  Hampshire 
was  purchased  for  $1000.     Its  assessed  value,  which  had  been 
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$400,  was  immediately  raised  to  $3000,  or  three  times  the  pur- 
chase price.  The  tax  rate  in  this  town  was  1.83  per  cent. 
Assuming  that  the  purchase  price  represented  the  true  value  of 
the  property,  it  was  required  to  pay  a  tax  every  year  of  5^  per 
cent  of  its  value.  In  this  particular  case  the  owner  made  no 
complaint,  for  the  reason  that  he  believed  this  excessive  tax 
was  counterbalanced  by  undervaluation  of  some  of  his  other 
lots  ;  an  interesting  commentary  on  the  results  of  local  assess- 
ment. 

As  an  example  of  undervaluation,  we  may  cite  another  piece 
of  timber  land  in  New  Hampshire  which  was  sold  for  $15,000. 
Its  assessed  value  at  the  time  was  $500,  or  one  thirtieth  of  the 
selling  price.  Even  after  the  sale  its  assessed  value  was  raised 
only  to  $1100. 

Here  is  an  interesting  example  of  unequal  assessment.  Two 
adjoining  tracts  in  New  Hampshire  were  estimated  by  the 
Forest  Service  investigator  to  be  of  about  equal  value.  The 
first,  which  was,  if  anything,  the  more  valuable  of  the  two, 
was  assessed  at  $500;  the  second,  at  $3500,  or  seven  times  the 
other. 

These  examples  are  extreme  cases,  though  similar  cases  are 
common  enough.  What  we  are  more  especially  interested  in  is 
the  prevailing  burden  of  taxation  in  the  general  run  of  ordinary 
cases.  The  facts  seem  to  be  as  follows :  In  some  States  or  re- 
gions the  prevailing  burden  of  taxation  on  timber  lands  is 
undoubtedly  very  heavy.'  In  other  States  or  regions  timber 
lands  are  taxed  very  leniently.  Individual  cases  of  unduly 
lenient  and  excessively  heavy  taxation  are  common,  probably, 
everywhere.  Leaving  out  of  consideration  individual  cases, 
and  without  going  into  local  conditions,  it  is  safe  to  say  that  in 
general,  timber  land,  like  most  other  property,  is  grossly  under- 
valued by  the  assessors.  This  assessment  is  combined  with  a 
high  tax  rate;  that  is,  a  rate  which  would  generally  result  in 
excessive  taxation,  if  the  property  were  assessed  at  its  true 
value.  As  a  general  rule,  however,  due  to  the  prevailing  under- 
assessment and  the  lax  administration  of  the  laws,  timber 
lands  are  not  subjected  to  an  excessive  burden  of  taxation. 
In  the  great  majority  of  cases  investigated,  the  annual  tax  was 
less  than  1  per  cent  of  the  true  value. 


TAXATION  OF  TIMBER  LANDS  IN  UNITED  STATES      73 

A  third  conclusion  that  stands  out  distinctly  is  that  there 
is  at  present  in  many  places  an  unmistakable  tendency  toward 
heavier  taxation  of  timber  lands.  This  tendency  is  seen  espe- 
cially in  those  regions  where  forests  have  heretofore  been 
admittedly  taxed  very  gently,  such  as  the  wild  lands  in  the  un- 
incorporated parts  of  Maine  and  New  Hampshire.  Here  there 
is  considerable  complaint  of  the  escape  of  wealthy  timber  owners 
from  their  just  share  of  taxation,  and  a  growing  demand  for 
amendments  to  the  statutes  which  will  put  a  heavier  tax  upon 
these  lands.  Again,  the  movement  toward  heavier  taxation  is 
seen  in  the  common  tendency  to  value  timber  lands  more 
accurately,  and  enforce  the  existing  laws  more  strictly. 

Having  shown  in  a  general  way  what  the  actual  burden  of 
taxation  is  at  present,  we  must  next  inquire  what  effects  taxa- 
tion has  had  upon  the  forests  of  the  country. 

To  a  considerable  extent  the  answer  to  this  question  may  be 
inferred  from  the  foregoing  conclusions  as  to  the  burden  of  the 
general  property  tax  on  forests.  There  can  be  no  doubt  that 
in  many  of  the  cases  where  taxation  has  been  excessive,  it  has 
hastened  the  cutting  of  timber  and  led  to  wasteful  skinning 
of  the  land,  often  destroying  the  chance  of  a  valuable  second 
growth,  and  sometimes  leading  to  the  abandonment  of  the  land 
for  delinquent  taxes. 

On  the  other  hand,  in  all  those  cases  where  the  tax  burden 
has  been  very  small,  taxation  can  obviously  have  had  little 
effect  on  the  management  of  the  property. 

In  the  general  run  of  ordinary  cases,  as  has  been  shown,  the 
present  burden  of  taxation  cannot  be  considered  excessive. 
And  in  the  general  run  of  cases  there  is  no  evidence  to  show 
that  forests  have  been  affected  seriously  by  taxation.  Indeed, 
there  is  much  positive  evidence  to  the  contrary.  That  the 
American  forests  have  been  cut  off  at  a  tremendous  rate  of  late 
years,  that  the  methods  of  cutting  have  often  been  wasteful 
and  destructive  of  future  growth,  and  that  there  is  little  ten- 
dency on  the  part  of  timber  men  to  reforest  cut-over  lands,  are 
facts  which  need  no  demonstration.  But  that  taxation  has 
had  any  large  influence  in  bringing  about  these  results  is  an 
inference  apparently  not  warranted  by  the  facts.  This  is  a 
phase  of  the  problem  which  has  been  greatly  exaggerated  in 
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the  public  mind.  The  recent  heavy  and  wasteful  cutting  of 
our  forests  has  been  due  to  various  economic  influences,  among 
which  taxation  has  played  a  very  small  role.  This  conclusion 
is  supported  by  evidence  from  many  sources,  including  letters 
from  some  five  hundred  of  the  leading  timbermen  all  over  the 
country,  written  in  reply  to  inquiries  on  this  point. 

A  good  deal  of  cut-over  land  has  been  abandoned  for  taxes 
in  certain  States,  particularly  in  the  Lake  States  and  in  the 
far  West.  Michigan  has  six  million  acres.  California  has 
about  one  miUion  acres.  In  some  cases  this  has  been  due,  in 
part  at  least,  to  excessive  taxation.  Still,  throughout  the 
country  as  a  whole,  there  is  very  little  land  abandoned  for  taxes, 
and  in  the  great  majority  of  the  States  the  matter  of  abandoned 
lands  is  negligible. 

Forestry  is  very  little  practiced  in  America  to-day,  but  that 
this  state  of  affairs  is  due  in  any  great  measure  to  taxation  is 
utterly  denied  by  the  evidence.  The  lumbermen,  as  a  rule,  are 
not  thinking  much  about  forestry.  There  are  other  factors  in 
the  forestry  problem  of  far  greater  weight  than  taxation,  and 
the  general  practice  of  forestry  will  not  be  brought  about  by 
amendments  to  the  tax  laws.  This  conclusion  also  is  sup- 
ported by  the  great  majority  of  the  letters  received  from  lum- 
bermen all  over  the  country. 

We  conclude,  then,  that  while  in  some  cases  forests  have 
been  excessively  taxed,  with  more  or  less  serious  results,  as  a 
general  rule  taxation  has  not,  up  to  the  present  time,  been 
responsible  for  any  widespread  disastrous  results  on  the  for- 
ests of  the  country. 

It  does  not  follow  that  the  problem  of  timber  land  taxation 
is  of  no  importance,  or  of  only  academic  interest.  Its  practical 
bearing  is  rather  on  the  future  of  our  forests  than  on  their  past. 
The  present  methods  of  handling  our  forests  cannot  last  very 
much  longer.  The  practice  of  forestry  must  come  sometime, 
and  its  speedy  coming  is  a  thing  greatly  to  be  desired.  And 
whenever  we  are  ready  to  seriously  undertake  it,  we  will  find 
our  present  method  of  taxation  a  heavy  handicap. 

It  can  be  shown  theoretically  that  the  general  property  tax, 
Rtrlctly  enforced  in  accordance  with  the  phiin  letter  of  the  law, 
might  easily  take  away  from  one  third  to  one  half  of  the  entire 
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net  income  of  the  forest,  and  very  much  more  under  certain 
conditions.  Forestry  should  not  be  subjected  to  such  an  un- 
just burden  of  taxation.  It  may  be  objected  that,  as  a  matter 
of  fact,  forests  are  not  taxed  on  anywhere  near  their  true  value, 
and  this  practice  should  be  recognized.  But  this  does  not 
relieve  the  situation  much.  Probably  nothing  more  effectu- 
ally discourages  investment  than  uncertainty  as  to  future 
costs.  And  whatever  may  be  said  of  the  present  system  of 
taxation,  there  can  be  no  question  of  its  arbitrariness  and  un- 
certainty. If  to  all  the  other  risks  of  forestry  we  add  uncer- 
tainty as  to  what  the  taxes  are  going  to  be,  we  cannot  blame 
investors  for  some  hesitation  in  embarking  on  an  enterprise 
which  may  have  to  pay  taxes  fifty  years  before  the  returns  come 
in.  And  more  than  this,  the  investor  cannot  safely  base  his 
calculations  on  the  continuance  of  the  present  generally  lenient 
administration  of  the  property  tax.  As  has  been  shown,  the 
tendency  to-day  is  toward  stricter  enforcement  of  the  law  and 
a  heavier  burden  of  taxation. 

The  problem  of  forest  taxation  ia,  then,  an  important  one, 
and  a  very  practical  one;  and  its  importance  is  bound  to  in- 
crease as  time  goes  on,  until  it  is  satisfactorily  settled.  Let  us 
try  to  outline  the  principles  on  which  a  scientific  system  of 
forest  taxation  should  be  based. 

We  may  assume,  without  much  danger  of  controversy,  that 
taxation  should  be  based  on  income  or  earning  power.  The 
tax  on  income  may  be  collected  at  the  time  the  income  accrues, 
or  it  may  be  in  the  form  of  an  annual  tax  on  the  capital  value 
of  the  income.  If  the  rates  of  the  income  tax  and  the  capital 
tax  bear  the  proper  relation  to  each  other,  these  two  ways  of 
applying  the  tax  produce  identical  results. 

In  the  case  of  forests,  the  tax  based  on  income  may  be  ap- 
plied either  as  a  tax  on  the  yield  whenever  any  timber  is  cut, 
or  as  an  annual  tax  on  the  present  capital  value  of  the  forest, 
based  on  all  its  expected  future  incomes  and  expenditures, 
what  the  foresters  call  "expectation  value."  To  illustrate  by 
a  single  example :  Suppose  that  a  forest  is  so  managed  as  to 
yield  a  net  income  of  $150  sixty  years  from  to-day,  and  again 
every  sixty  years  thereafter,  without  any  cost  for  planting.  If 
interest  is  at  5  per  cent,  a  simple  calculation  will  show  that  the 
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present  expectation  value  of  the  forest  is  $8.48.  Suppose  it  is 
desired  to  tax  this  forest  at  the  rate  of  20  per  cent  of  its  net 
income.  This  may  be  accomplished  either  by  a  tax  of  20  per 
cent  of  the  net  yield  whenever  it  occurs,  or  by  an  annual  tax 
of  1  per  cent  of  the  expectation  value.  The  first  would  mean  a 
tax  of  $30  paid  every  sixty  years,  when  the  timber  is  cut.  The 
second  would  mean  a  tax  of  8^  cents  paid  every  year.  The 
present  value  of  these  two  taxes  —  that  is,  $30  paid  sixty  years 
from  date  and  every  sixty  years  thereafter,  and  8^  cents  paid 
every  year  beginning  at  once  —  is  exactly  the  same. 

The  above  is  an  example  of  a  forest  managed  to  produce  a 
sustained  periodic  yield.  Forests  may  also  be  managed  so  as 
to  produce  a  sustained  annual  yield.  And  finally,  forests  may 
not  be  managed  according  to  any  system  of  forestry,  the  yield 
being  purely  irregular. 

Obviously  the  tax  on  yield  when  cut  may  be  applied  to  any 
forest,  whatever  the  system  of  management,  or  even  where  no 
systematic  management  is  employed.  On  the  other  hand,  the 
tax  on  expectation  value  is  more  complicated.  It  requires  the 
calculation  of  present  value  based  on  all  future  expected  incomes 
and  expenses.  And  in  the  case  of  the  forest  with  irregular  yield, 
it  is  impossible  to  apply  this  method  at  all. 

A  matter  of  the  utmost  importance,  in  the  case  of  the  tax 
on  expectation  value,  is  the  rate  of  interest  at  which  the  calcu- 
lation is  made.  That  a  good  deal  depends  on  what  rate  is 
selected  may  be  realized  from  the  single  fact  that  if  in  the  above 
example  4  per  cent  had  been  used  instead  of  5,  the  annual  tax 
would  have  been  16  cents  instead  of  8\  cents.  A  change  of  a 
single  unit  in  the  rate  of  interest  may  double  or  even  treble  the 
amount  of  the  tax.  Evidently  the  rate  of  interest  is  the  crux 
of  the  whole  theory  of  the  tax  on  expectation  value.  To  thor- 
oughly discuss  this  problem  would  require  more  time  than  has 
been  allotted  to  this  whole  paper.  The  following  brief  sug- 
gestions are  all  that  can  be  given  here. 

Writers  of  the  technical  works  on  forestry  are  inclined  to 
capitalize  forestry  investments  at  very  low  rates  of  interest, 
2  or  3  per  cent  being  usually  adopted.  The  writer  is  con- 
vinced that  these  rates  are  too  low,  at  least  for  American  con- 
ditions.   To  mention  only  two  reasons  for  this  belief:   in  the 
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first  place,  the  risk  of  fire  is  so  great  that  no  insurance  com- 
pany will  accept  it.  In  the  second  place,  forestry  is  peculiar 
in  the  long  interval  of  time  which  must  generally  elapse  before 
the  investment  begins  to  yield  an  income.  It  is  a  well-known 
psychological  fact  that  such  an  income  will  be  discounted  at  a 
higher  rate  of  interest  than  one  whose  enjoyment  is  less  remote. 

Without  mentioning  other  reasons  for  a  high  rate,  the  writer 
is  convinced  that,  as  compared  with  ordinary  investments,  for- 
estry investments  must  be  capitahzed  at  a  relatively  high  rate 
of  interest.  Five  per  cent  is  certainly  not  too  high.  It  is  very 
probably  too  low.  This  question  must  be  carefully  considered 
in  applying  a  tax  on  expectation  value. 

The  selection  of  the  rate  of  the  forest  tax,  whether  a  tax 
on  yield  when  cut  or  an  expectation  value,  is  simple  theoreti- 
cally. If  it  is  desired  to  place  the  same  relative  burden  on 
forests  as  on  other  kinds  of  wealth,  the  rate  on  expectation  value 
should  be  the  same  as  the  actual  rate  of  the  general  property 
tax  on  true  value;  the  rate  on  yield  when  cut  is  the  quotient  of 
the  rate  of  the  property  tax  divided  by  the  rate  of  interest.  If 
it  is  desired  to  offer  special  inducements  to  forestry  by  a  lower 
burden  of  taxation,  the  above  rates  may  be  reduced  in  any 
desired  degree. 

In  order  to  avoid  uncertainty  and  arbitrary  taxation,  the 
rate  of  the  forest  tax  should  be  determined  by  a  State  officer 
or  board,  this  rate  to  apply  in  all  parts  of  the  State.  Or,  the 
State  may  merely  establish  a  maximum  rate,  leaving  to  any 
town  the  liberty  to  levy  a  lower  rate,  if  desired. 

It  has  been  shown  that  in  general  the  scientific  principles  of 
forest  taxation  may  be  applied  either  as  a  tax  on  yield  when 
cut,  or  as  a  tax  on  the  capital  value  of  the  forest.  It  now  be- 
comes necessary  to  weigh  the  relative  merits  of  these  two 
methods  of  taxation  with  particular  reference  to  American 
conditions. 

No  sooner  is  the  question  raised  than  the  answer  forces  it- 
self upon  us,  that  the  tax  on  expectation  value  is  not  capable 
of  general  application  in  the  United  States.  This  method 
depends  on  the  general  practice  of  forestry,  whereas  in  America 
the  practice  of  forestry  is  the  rare  exception.  This  method  re- 
quires the  existence  of  accurate  yield  tables  for  the  various 
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species  of  trees  and  for  different  parts  of  the  country.  Only 
the  smallest  beginning  has  yet  been  made  toward  the  construc- 
tion of  such  tables  for  America.  This  method  cannot  be  ap- 
plied to  forests  producing  an  irregular  yield.  Yet  nearly  all 
the  private  forests  in  the  United  States  are  of  this  class. 

These  considerations  alone  show  the  impossibility  of  apply- 
ing the  tax  on  expectation  value  in  America  at  the  present  time 
and  for  a  long  time  to  come.  On  the  other  hand,  there  are 
some  positive  considerations  in  favor  of  the  tax  on  yield  which 
are  of  the  greatest  importance.  In  the  first  place,  the  tax  on 
yield  avoids  the  whole  problem  of  the  rate  of  interest,  which  has 
been  shown  to  be  at  once  the  most  important  and  the  most  diffi- 
cult theoretical  factor  in  the  tax  on  expectation  value.  When 
a  forest  is  taxed  on  its  yield,  the  value  of  the  yield  and  the  value 
of  the  tax  will  bear  the  same  relation  to  each  other,  no  matter 
what  the  rate  of  interest,  since  both  are  necessarily  discounted 
at  the  same  rate.  The  importance  of  this  argument  in  favor 
of  the  tax  on  yield  can  hardly  be  exaggerated. 

Again,  the  use  of  the  tax  on  yield  relieves  us  of  the  necessity 
of  estimating  the  future  prices  of  timber.  All  calculations  of 
expectation  value  are  rendered  more  or  less  untrustworthy  by 
the  great  uncertainty  as  to  future  prices  of  timber.  All  the  esti- 
mates on  this  subject  must  be  a  matter  of  more  or  less  skillful 
guesswork.  The  objection  to  a  tax  based  on  such  calculations 
is  obvious.  On  the  other  hand,  future  prices  of  timber  are  a 
matter  of  indifference  as  regards  the  principles  of  the  tax  on 
yield.  Since  the  tax  is  a  certain  part  of  the  yield,  changes  in 
price  affect  both  the  yield  and  the  tax  in  the  same  way. 

Similarly,  by  basing  the  tax  on  yield,  we  eliminate  the  ele- 
ment of  risk  from  the  tax  problem.  The  danger  of  loss  by  fire, 
etc.,  is  so  great  that  forestry  investments  are  at  best  decidedly 
uncertain.  This  risk,  as  is  shown  above,  should  be  taken  into 
account  in  determining  the  rate  of  interest.  But  no  one  can 
estimate  the  degree  of  risk  with  any  approach  to  accuracy,  and 
no  allowance  in  the  rate  of  interest  can  prevent  serious  injustice 
being  done  in  individual  cases.  An  owner  may  have  been  pay- 
ing taxes  on  his  forest  for  fifty  years,  only  to  see  the  yield  at 
last  wiped  out  by  a  destructive  fire.  Moreover,  such  a  system 
would  act  as  a  deterrent  influence  against  forestry  investments. 
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When  the  annual  taxes  to  be  paid  are  a  sure  thing,  while  the 
yield  to  be  obtained  after  fifty  years  is  very  uncertain,  we  can- 
not blame  the  investor  for  hesitating.  All  this  is  avoided  by 
the  tax  on  yield.  Taxes  are  paid  on  the  yield,  and  if  the  yield 
is  destroyed  by  fire,  the  taxes  are  thereby  automatically  re- 
mitted.    Still  other  arguments  might  be  mentioned. 

We  conclude,  therefore,  that  the  superiority  of  the  tax  based 
on  yield  when  cut  is  demonstrated  beyond  question.  We  may 
then  dismiss  the  tax  on  expectation  value,  and  confine  the 
discussion  of  practical  applications  and  administrative  problems 
to  the  tax  based  on  yield  when  cut. 

The  practical  difficulties  in  the  way  of  any  plan  of  tax  reform 
in  the  United  States  are  tremendous.  The  path  toward  scien- 
tific forest  taxation  is  sure  to  be  strewn  with  obstacles,  more 
or  less  serious.  The  tax  on  yield  when  cut  has  been  advocated 
as  an  underlying  principle.  In  putting  this  principle  into 
operation,  no  two  States  would  necessarily  adopt  exactly  the 
same  administrative  machinery  or  methods.  This  paper  ob- 
viously cannot  go  into  local  conditions.  We  must,  however, 
discuss  some  of  the  general  problems  of  administration,  and 
look  into  some  of  the  serious  practical  objections  which  may  be 
urged  against  the  tax  on  yield  when  cut.  The  following  sug- 
gestions are  offered. 

The  chief  difficulty  with  this  plan  is  that  it  would  result  in  an 
irregular  and  uncertain  revenue  for  many  towns  and  counties. 
The  following  alternative  plans  are  suggested  for  meeting  this 
difficulty :  — 

(1)  Let  the  tax  be  administered  by  the  State.  Let  a  rough 
estimate  be  made  of  the  probable  average  annual  yield  of  the 
forests  in  each  town.  Then  let  the  State  pay  the  town's  share 
of  the  tax  on  this  yield  to  each  town  annually.  Whenever  any 
timber  is  cut  in  any  particular  town,  the  town's  share  of  the  tax 
would  be  credited  to  it,  whereas  it  would  be  debited  with  all 
the  previous  payments  from  the  State  treasury  with  accumu- 
lated interest  to  date.  The  balance  would  be  carried  forward 
to  the  next  time  of  accounting.  A  large  balance  on  either  side 
would  be  avoided  by  altering  the  amount  of  the  annual  payments 
from  time  to  time  as  experience  showed  they  were  too  high  or 
too  low.     Such  a  plan  would  not  require  an  exact  calculation 
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of  expectation  value,  since  no  permanent  injustice  could  result 
from  errors  in  the  calculation  of  the  annual  payments  of  the 
State  to  the  towns.  This  plan  makes  the  State  the  adminis- 
trator of  the  forest  tax  and  the  banker  for  the  towns,  thus 
guaranteeing  to  each  town  a  fairly  regular  income,  probably 
more  regular  than  the  income  from  taxation  of  forest  lands  to- 
day. The  State  itself  has  a  large  enough  territory  so  that  the 
tax  would  produce  a  fairly  regular  income  for  the  whole  State. 

(2)  The  same  result  might  be  accomplished  in  another  way. 
Let  a  nominal  annual  tax  be  collected  from  the  owners  of  tim- 
ber lands.  When  the  timber  is  cut,  collect  the  tax  on  the 
yield,  and  allow  a  deduction  for  the  previous  annual  payments, 
with  interest  to  date.  If,  through  a  mistake,  the  annual  pay- 
ments had  been  excessive,  so  that,  with  interest,  they  exceeded 
the  tax  on  the  yield  when  finally  cut,  a  rebate  would  be  due  the 
owner.  This  plan  would  be  necessary  only  for  forests  produc- 
ing an  intermittent  or  irregular  yield.  Where  a  sustained 
annual  yield  was  produced,  the  tax  would  simply  be  collected 
each  year,  at  a  certain  percentage  of  the  yield.  This  plan  has 
the  advantage  of  great  simplicity.  It  could  be  administered 
either  by  State  or  local  ofl&cers,  and  the  necessary  bookkeep- 
ing would  be  very  simple. 

(3)  A  third  way  of  avoiding  the  difficulty  of  irregular  local 
revenue  would  be  to  make  the  forest  tax  a  State  tax  pure  and 
simple,  compensating  the  local  divisions  in  some  equitable  way, 
as  by  a  payment  from  the  State  according  to  some  definite  rule, 
or  by  the  State  surrendering  to  the  local  divisions  some  other 
source  of  revenue.  Some  such  arrangement  might  be  intro- 
duced by  a  Stat«  which  happened  to  be  remodeling  its  tax 
system  as  a  whole. 

Each  of  these  plans  has  advantages  and  difficulties.  Prob- 
ably the  second  would  best  fit  present  conditions  in  the  ma- 
jority of  States.  Still  other  plans  might  be  suggested.  At 
any  rate,  it  seems  reasonable  to  believe  that  no  insuperable 
obstacle  to  the  tax  on  yield  will  be  found  here. 

Another  administrative  question  is  as  to  the  treatment  of 
the  small  wood  lot.  To  tax  every  farm  wood  lot  whenever  a 
little  timber  is  removed,  would  be  altogether  too  costly  and 
cumbersome.     It  might  be  advisable  to  tax  wood  lots  having 
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less  than  a  certain  area  by  a  somewhat  different  method.  Lots 
might  be  classified  into  a  few  grades  according  to  quality,  the 
tax  per  acre  being  fixed  for  each  grade  at  a  fairly  low  figure,  and 
collected  annually,  with  an  additional  tax  if  the  lot  were  ever 
entirely  cut  off. 

Numerous  other  administrative  questions  might  be  dis- 
cussed, if  time  permitted.  For  example,  this  tax  system  must 
apply  to  timber  lands  only.  The  laws  must  be  so  drawn  as  to 
prevent  the  holding  of  land  for  merely  speculative  purposes 
without  taxation,  on  the  ground  that  it  is  timber  land.  Again, 
it  might  be  necessary  to  make  some  special  provision  for  the 
man  who,  having  planted  trees,  changes  his  mind  and  cuts  them 
off  before  they  have  grown  to  any  great  value.  The  small  tax 
on  the  value  of  the  cut  might  not  be  a  fair  compensation  for  the 
preceding  years  of  exemption.  Again,  shall  the  owner  of  ma- 
ture timber  be  allowed  to  hold  it  indefinitely  without  taxation, 
or  shall  he  begin  to  pay  taxes  as  soon  as  the  timber  reaches 
maturity?  Some  administrative  problems  would  arise,  due 
to  the  transition  from  the  present  to  the  new  system.  For 
example,  a  mature  forest  which  is  cut  just  after  the  new  plan 
has  gone  into  effect,  could  not  equitably  be  taxed  on  its  yield, 
since  it  has  presumably  paid  its  full  share  of  taxation  during  all 
the  years  that  the  trees  have  been  growing  up.  Similarly, 
an  equitable  compromise  would  be  necessary  for  timber  which 
was  partly  grown  when  the  new  plan  was  adopted. 

It  may  be  asked :  What  will  be  the  effect  of  the  proposed  tax 
on  the  revenue  of  the  States  and  local  divisions  ?  To  be  accurate, 
this  question  must  be  answered  for  each  State  in  the  light  of 
local  conditions.  In  general,  it  is  not  believed  that  the  tax 
on  yield  will  lead  to  any  serious  reduction  of  revenue.  If, 
as  the  evidence  seems  to  show,  forests  are  as  a  rule  not  excess- 
ively taxed  to-day,  there  is  no  reason  to  expect  any  great 
reduction  of  revenue  through  the  adoption  of  the  tax  on  yield. 
Eventually  revenue  will  be  increased  by  a  method  of  taxation 
which  does  not  prevent  the  development  of  forestry.  Forests 
paying  a  moderate  tax  are  better  than  abandoned  lands  paying 
no  tax  at  all.  This  is  assuming  always  that  the  rate  is  selected 
so  as  to  make  forests  bear  the  same  relative  burden  as  other 
kinds  of  wealth.     Of  course,  if  it  is  proposed  to  favor  forestry 
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by  a  special  low  rate,  some  revenue  will  be  sacrificed.  This 
is  a  matter  which  we  have  not  entered  into,  as  it  is  not  strictly 
within  the  province  of  this  paper.  The  writer  is  of  the  opinion 
that  if  a  tax  at  once  equitable  and  dependable  is  guaranteed, 
the  business  of  forestry  will  not  need  to  ask  special  favors. 

The  plan  of  a  tax  on  the  yield  of  forests  at  a  special  rate,  in 
lieu  of  the  general  property  tax,  will  be  unconstitutional  in  many 
of  the  States  of  the  United  States.  These  State  constitutions 
stand  to-day  in  the  way  of  many  plans  for  reform  in  State  and 
local  taxation.  The  movement  toward  their  amendment  is  grow- 
ing, as  a  part  of  our  general  program  of  tax  reform.  If  the  plan 
of  forest  taxation  here  proposed  wins  favor,  it  will  simply  be  an 
added  argument  for  the  speedy  amendment  of  those  State  con- 
stitutions which  are  blocking  the  progress  of  scientific  tax  reform. 

The  writer  has  made  some  study  of  the  taxation  of  forests 
in  European  countries.  On  account  of  the  necessity  of  making 
this  paper  brief,  it  has  seemed  best  to  leave  out  this  part  of  the 
subject  entirely.  Forestry  conditions  in  Europe  are  so  much 
more  advanced  than  with  us,  that  the  problem  of  taxation  is 
less  difficult.  The  prevailing  tax  systems  of  European  coun- 
tries are  likewise  very  different  from  ours,  the  general  property 
tax  having  been  abandoned  long  ago.  In  general,  European 
countries  base  their  forest  taxation  on  a  combination  of  ground 
tax  and  income  tax.  The  ground  tax  is  based  on  the  average 
productive  power  of  the  forest,  estimated  from  time  to  time. 
The  income  tax  is  based  on  the  actual  income  produced. 

In  conclusion,  the  general  property  tax,  though  it  has  not 
yet  produced  widespread  disaster,  is  nevertheless  thoroughly 
unscientific,  particularly  as  applied  to  forests.  It  is  arbitrary, 
uncertain,  unequal  and  unjust.  A  change  ought  to  be  made  in 
the  interest  of  forestry.  The  tax  on  the  yield  when  cut  will 
avoid  all  these  evils.  It  will  be  equitable  and  certain.  Above 
all,  it  will  be  in  harmony  with  the  peculiarities  of  the  business 
of  forestry,  and  will  be  a  distinct  encouragement  to  the  practice 
of  forestry.  The  administrative  problems  connected  with  its 
application  are  many  and  great,  but  they  are  not  incapable  of 
solution.  And  incidentally  the  adoption  of  this  plan  will  be 
one  more  step  toward  the  abandonment  of  the  antiquated  and 
iniquitous  general  property  tax. 
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The  spirit  of  the  constitutions  of  English-speaking  countries 
prohibits  unjust  and  excessive  taxation  and  requires  that  the 
burdens  of  government  be  distributed  equally  among  the  people. 
True  equaUty  must  consist  in  equality  of  sacrifice,  and  each 
citizen  should  be  required  to  discharge  the  burden  according 
to  his  abiUty.  Because  of  this  principle  military  service  is 
required  from  the  young  and  physically  strong,  since  they  are 
best  able  to  supply  it. 

Taxation  has  always  been  considered  an  incident  of  sover- 
eignty and  coextensive  with  it,  and  very  few  limitations  on  the 
taxing  power  are  found  in  the  early  constitutions  of  the  States 
of  the  United  States,  and  I  believe  that  few  such  limitations  are 
found  in  the  Canadian  constitutions  at  the  present  time.  After 
the  creation  of  the  orginal  States  the  constitutions  of  some  later 
States,  which  may  be  referred  to  as  a  second  class  of  constitutions, 
undertook  to  prevent  inequahty  of  taxation  by  general  con- 
stitutional Hmitation.  The  purpose  of  such  limitation  was  to 
dispense  with  officeholders  who  might  discriminate  in  favor 
of  one  class  and  against  another,  and  whose  salaries  formed  a 
large  item  of  pubUc  expense.  This  limitation  was  generally 
expressed  in  a  requirement  that  taxation  should  be  uniform  and 
equal  and  according  to  valuation.  From  this  requirement  arose 
the  general  property  tax,  which  might  be  defended  if  all  classes 
of  property  were  equally  productive  and  all  classes  of  property 
holders  equally  able  to  manage  their  property,  and  if  the  public 
derived  the  same  benefit  from  all  classes.  None  of  these  con- 
ditions, however,  exists ;  and  later  constitutions  permit  the  States 
to  classify  property  for  taxation  so  that  it  may  be  taxed  accord- 
ing to  its  earning  capacity  or  ability  to  pay,  and  provide  that 
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other  property  may  be  exempted  from  taxation  to  the  extent 
that  it  performs  a  pubUc  service  which  would  justify  exemption 
in  whole  or  in  part.  Reduction  in  taxation  by  classification  or 
exemption  is  also  justified  if  made  for  the  purpose  of  creating 
a  subject  of  taxation  or  encouraging  enterprises  which  result  in 
benefits  to  the  whole  community. 

I  believe  the  Canadian  constitutions  have  left  the  taxing 
power  of  their  legislatures  to  a  great  extent  untrammeled. 
The  modern  thought  which  appUes  alike  to  the  States  and 
Provinces  of  the  two  governments  seems  to  be  that  no  uni- 
form rule  can  be  prescribed  for  the  production  of  property, 
and  consequently  no  such  rule  for  its  taxation;  and  that 
accuracy  of  valuation  with  a  broader  comprehension  of  the 
public  service  which  may  be  performed  by  different  classes  of 
property,  as  well  as  the  pubUc  benefits  which  may  be  derived 
by  them,  can  only  be  attained  by  educated,  competent  and 
honest  taxation  officials. 

The  movement  of  the  last  few  years  in  both  countries  has 
been  to  eliminate  favoritism  from  taxation  administration. 
But  the  overburdened  have  been  considered  only  indirectly  by 
correcting  the  charge  against  the  underburdened. 

Both  the  United  States  and  Canada  were  originally  endowed 
with  magnificent  timber  possessions.  Both  have  rapidly  and 
recklessly,  particularly  the  United  States,  invaded  these  pos- 
sessions. 

Where  the  timber  was  located  upon  rich  agricultural  land 
it  was  an  encumbrance,  and  its  removal  was  necessary  and 
proper.  It  served  no  useful  purpose  except  supply  and 
was  in  many  cases  a  detriment  to  the  development  of  the 
country. 

Of  late  years  in  the  United  States  the  cutting  has  been 
extended  into  higher  elevations  of  land  and  to  the  watersheds. 
The  devastation  of  these  watersheds  has  injured  and  alarmed 
the  agricultural  interests.  The  farms  of  the  lower  lands  have 
been  injured  by  the  soil  which  has  eroded  and  come  down  from 
the  mountains  and  have  been  inundated  by  the  frequent  flood 
waters  which  the  timl)er  formerly  held  on  the  mountain  sides. 
The  work  of  reparation  and  conservation  has  begun,  and  the 
United  States  now  has  about  150,000,000  acres  of  nationally 
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owned  forest  lands,  mainly  along  the  watersheds  of  its  Western 
States.  But  east  of  the  Mississippi  the  farm  lands  in  the  valleys 
are  without  any  such  protection  except  that  given  by  privately 
owned  timber  lands.  Although  the  price  of  timber  has  rapidly 
increased  in  the  last  decade,  it  has  not  checked  the  cutting  in 
the  Eastern  United  States,  and  the  demand  for  protection  of 
the  Eastern  watersheds  has  crystallized  into  a  movement  which 
is  asking  for  an  appropriation  'of  $10,000,000  to  buy  lands  on 
the  watersheds  of  the  Appalachian  and  White  Mountains,  in 
the  Southern  and  New  England  States  respectively.  A  doubt 
as  to  the  constitutional  right  to  the  federal  government  to 
enter  upon  this  work  in  the  different  States  has  delayed  the 
passage  of  the  bill. 

The  forest  lands  forfeited  to  the  State  of  Michigan  for  delin- 
quent taxes  comprise  one  and  one-quarter  milUon  acres,  and  in 
California  over  500,000  acres.  In  Wisconsin  very  large  forest 
areas  have  been  forfeited  for  non-payment  of  taxes,  but  in 
1907  the  legislature  authorized  the  purchase  of  such  lands  for 
forest  reserves.  These  forest  lands  are  not  worthless,  but  will 
in  time  yield  timber  again.  They  were  allowed  by  their  owners 
to  revert  to  the  State  solely  because,  unprotected  as  the  forests 
were,  the  tax  bills  for  the  unproductive  period  made  the  in- 
vestment too  formidable  and  doubtful. 

Private  owners  of  timbered  lands  complain  that  over  taxation 
either  forces  destructive  timber  cutting  or  makes  reforestation 
impracticable.  In  certain  communities  of  some  of  the  States 
which  are  not  fully  developed  it  is  claimed  that  valuable  farm 
lands  which  are  covered  by  a  heavy  growth  of  timber,  and  which 
are  held  by  a  few  owners,  do  not  bear  their  just  burden  of  taxa- 
tion. Revisions  of  existing  State  laws  are  being  made  and 
considered  for  two  different  purposes : 

(1)  To  lower  inequitably  high  taxation  of  timbered  lands  so 
as  to  encourage  the  growth  of  timber,  and  in  that  way  to  pro- 
tect the  denuded  watersheds  and  create  on  property  now  worth- 
less a  value  which  may  be  the  subject  of  taxation  and  an  article 
which  may  furnish  labor  to  a  community;  and  (2)  to  increase 
inequitably  low  taxation  so  as  to  prevent  the  holding  of  large 
tracts  of  mature  timber  merely  for  investment  purposes  when 
business  requires  the  cutting  and  removal  of  such  timber,  and 
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when  the  timber  serves  no  public  purpose  which  would  justify 
any  modification  of  its  tax  burden. 

A  number  of  States  have  passed  laws  to  relieve  lands  used 
for  timber  growing  from  excessive  taxation.  These  laws  have 
extended  three  forms  of  relief:  (1)  Exemption  for  a  period  of 
years ;  (2)   rebates  of  taxes ;   (3)    bounties. 

Exemption.  —  For  this  discussion  it  is  not  necessary  to  recite 
the  laws  of  the  different  States  which  have  offered  exemptions. 
The  chief  objections  to  such  laws  are  that  they  (1)  require  plant- 
ing, and  sometimes  of  unnecessarily  large  numbers,  of  trees  and 
do  not  apply  to  natural  timber  areas;  (2)  that  the  terms  of 
exemption,  which  in  no  case  exceeds  twenty  years,  and  in  some 
cases  are  not  more  than  three  years,  are  too  short ;  (3)  that  they 
exempt  the  land  which  should  be  taxed  to  the  same  extent  as 
that  used  for  other  growing  crops;  (4)  that  this  is  an  unfair 
discrimination  against  owners  of  land  growing  other  crops; 
and  (5)  that  they  provide  no  method  for  continuing  the  use  of 
the  lands  for  forest  purposes  after  the  expiration  of  the  term 
of  exemption,  and  therefore  fail  to  confer  a  permanent  relief. 

Rebates.  —  The  offering  of  rebates  is  contrary  to  the  pro- 
visions of  the  constitutions  of  most  of  the  States  and  where 
operated  has  not  proven  successful,  and  laws  for  this  purpose 
would  necessarily  be  difficult  of  administration. 

Bounties.  —  A  number  of  States,  not  necessary  to  name 
in  this  discussion,  have  passed  forest  or  timber  bounty  laws. 
Only  that  of  Minnesota  has  proven  in  any  measure  successful, 
and  that  was  operated  at  an  excessive  cost.  All  such  laws  are 
objectionable  as  class  legislation. 

The  public  interest,  which  has  demanded  relief  from  excessive 
taxation  of  timber  lands,  recognizes  that  it  is  necessary  to  change 
existing  laws  so  as  to  protect  the  watersheds,  which  in  turn 
protect  navigation  and  farms  and  manufacturing  industries 
along  the  streams;  to  check  the  system  of  reckless  lumbering 
encouraged  by  present  laws ;  and  to  prevent  loss  to  the  States  by 
unnecessary  depreciation  of  one  great  item  of  their  taxable 
wealth.  Although  such  legislation  is  necessary,  its  enactment 
without  due  consideration  to  other  property  and  industries  in 
order  to  prevent  discrimination  and  injustice  would  be  most 
unwise.    The  farmer  has  frc(iucntly  to  bear  the  largest  pro- 
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portionate  burden  of  taxation  in  both  countries,  and  new  forest 
taxation  laws  should  not  discriminate  against  him;  but  it 
should  not  be  forgotten  that  one  of  the  most  important  services 
of  the  forest  is  to  protect  the  farm  from  erosion  and  inundation. 
It  should  also  be  remembered  that  if  reduction  of  taxation  on 
land  used  for  promoting  forest  growth  will  secure  the  reforesta- 
tion of  cut-over  and  now  worthless  land,  such  forest  growth 
may  become  an  item  of  wealth  for  the  community  and  a  subject 
for  taxation,  and  that  the  taxes  of  the  farmer  in  that  community 
will  be  reduced. 

Theoretically,  at  least,  the  potential  income  of  all  property 
is  the  best  basis  for  taxation,  but  it  is  impractical  of  ascertain- 
ment and  could  not  be  constitutionally  adopted  in  many  of  the 
States.  While  fair  taxation  is  desired  to  encourage  reforesta- 
tion, it  is  much  more  necessary  to  prevent  forest  devastation; 
and  if  relief  must  come  through  constitutional  amendment, 
which  is  always  slow,  it  will  fail  to  check  the  ravages  which 
commercialism  is  now  making  upon  the  forests.  Some  con- 
cessions must  therefore  be  made  to  practicability. 

Principles  of  Forest  Taxation.  —  It  does  seem  to  me  that  much 
improvement  can  be  made  if  in  seeking  relief  from  over  taxation 
of  the  forest  the  following  principles  are  borne  in  mind : 

1.  The  tax  should  be  based  upon  the  earning  capacity 
OF  the  land  taxed.  In  accordance  with  this  principle,  land 
upon  which  is  located  immature  timber,  which  cannot  and 
should  not  be  marketed,  should  not  be  required  to  pay  an  annual 
tax  on  its  full  value,  including  such  timber,  during  the  time  of 
the  immaturity  of  the  timber. 

2.  Public  necessity  requires  that  the  watersheds  of 
streams  should  be  protected  by  a  growth  OF  timber.  In 
accordance  with  this  principle,  the  legislature  would  be  justified 
in  exempting  from  taxation  such  areas  of  matured  timber  upon 
the  watersheds  as  are  necessary  to  protect  them  by  insuring  a 
permanent  growth  of  timber  upon  them. 

3.  Taxation  upon  land  should  be  as  nearly  equal  as 
practicable.  In  accordance  with  this  principle,  land  upon 
which  timber  is  grown  should  be  assessed  at  its  real  market 
value  in  the  same  way  as  land  upon  which  other  crops  are 
grown. 
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4.  Growing  timber  should  not  be  subjected  to  a  rule 
of  taxation  higher  than  or  different  from  that  applied 
TO  OTHER  GROWING  CROPS.  SincG  Other  growing  crops  are 
either  actually  or  practically  exempt  and  are  really  subject  to 
taxation  only  when  severed  from  the  land,  timber  should  be 
given  the  same  exemption  while  growing  and  unmerchantable, 
especially  since  the  time  of  realization  upon  timber  is  necessarily 
deferred  for  a  much  longer  time  than  that  from  other  crops,  and 
since  the  timber  owner  takes  additional  risk  from  fire  and  dep- 
redation. Persons  investing  money  in  any  enterprise  desire 
certainty  of  the  conditions  of  their  investments,  and  any  ex- 
emption of  immature  timber  should  be  based  upon  reasonable 
certainty  as  to  duration,  but  the  State  should  be  protected  from 
undue  extension  of  the  time  of  exemption. 

5.  Matured  or  merchantable  timber  not  needed  for 
watershed  protection  should  be  subject  to  taxation 
whether  the  owner  cuts  IT  OR  NOT.  If  a  scheme  of  ex- 
emption for  growing  timber  is  adopted,  it  should  contain  a 
safeguard  against  the  exemption  of  matured  or  merchantable 
timber  held  for  speculation  and  investment  purposes. 

6.  It  is  within  the  legitimate  province  of  tax  laws  to 
encourage  the  growth  of  timber  for  the  purposes  of 

insuring  a  FUTURE  TIMBER  SUPPLY  FOR  THE  PUBLIC  NEEDS,  AND 
OF  PROTECTING  WATERSHEDS  OF  NAVIGABLE  AND  UNNAVIGABLE 
STREAMS. 

7.  The  owner  of  any  property  exempted  from  taxation 
for  reasons  of  public  policy  may  justly  be  required  to 
relinquish  to  the  public,  during  the  period  of  exemption, 
any  rights  therein,  the  relinquishment  of  which  do  not 
interfere  with  the  purposes  to  which  the  property 
18  DEVOTED.  Large  tracts  of  timber  land  on  watersheds  which 
may  seek  relief  from  over  taxation  might  also  be  held  for 
private  parks  and  pleasure  resorts.  The  owners,  in  return  for 
the  benefits  bestowed  by  exemption  of  the  timber,  might  well 
be  required  to  allow  such  use  of  the  lands  by  the  public  for 
health  and  pleasure  as  might  reasonably  be  stipulated. 

This  additional  concession  to  the  public  would  certainly 
justify  additional  conHideration  by  the  taxpayers  on  the 
forested  lands  from  the  legislature  and  prevent  such  con- 
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sideration  from  seeming  to  be  a  discrimination  against  the 
public. 

The  separation  of  timber  and  land  for  taxation  purposes 
would  tend  to  promote  accuracy  in  valuation. 

The  constitutions  of  some  of  the  States  do  not  permit  the 
exemption  of  timber  from  taxation.  In  such  States  a  further 
concession  should  in  my  opinion  be  made  to  expediency,  and  if 
such  States  permit  the  classification  of  property  for  taxation 
purposes  it  would  be  entirely  reasonable  to  place  immature  or 
unmerchantable  timber  upon  land  chiefly  valuable  for  timber 
growing  or  watershed  protection  in  a  separate  class  and  to  tax 
it  at  longer  than  yearly  intervals  or  at  a  lower  rate  than  other 
property  which  does  not  perform  a  commensurate  pubUc'service. 
In  other  States  relief  can  be  given  only  by  constitutional 
amendment.  In  my  opinion  it  would  be  easier  to  secure  amend- 
ment along  lines  for  which  there  are  precedents,  and  since 
exemption  has  been  so  often  given  for  property  which  performs 
a  public  service,  and  since  the  right  of  classification  is  allowed 
in  many  of  the  States  for  reasons  of  public  policy,  I  believe 
it  would  be  easier  to  secure  amendment  along  those  lines  and 
on  the  principles  here  announced  than  to  undertake  to  revolu- 
tionize the  entire  theory  of  the  taxation  laws.  Unless  the  law  to 
allow  classification  should  also  allow  a  variance  of  the  intervals 
between  payments,  exemption  is  preferable. 

It  is  not  forgotten  that  it  will  be  necessary  to  provide  efficient 
officers  to  determine  what  timber  property  can  give  the  public 
protection  which  is  desired  and  what  land  is  not  more  valuable 
for  some  other  purposes ;  also  to  fix  rules  to  determine  when  the 
timber  becomes  merchantable  and  should  be  taxed.  Similar 
difficulties  have  been  encountered  in  administering  the  laws 
which  provide  better  facilities  for  taxing  public  service  cor- 
porations, but  they  have  not  been  insurmountable;  and  since 
forest  education  is  making  great  strides  in  the  different  States 
of  both  countries,  it  is  believed  that  foresters  may  be  secured 
who  can  administer  an  improved  forest  law  along  the  line 
indicated. 

The  Supreme  Courts  of  the  United  States  and  of  the  States 
of  Maine  and  New  Jersey  have  recently  announced  decisions 
which  indicate  a  belief  that  the  State  has  a  right  to  regulate 
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cutting  upon  private  lands  or  protect  forests  and  stream  flow 
on  such  private  lands  because  of  the  pubhc  service  of  the  forest 
and  the  streams. 

The  President  last  year  called  in  conference  the  Governors 
of  the  different  States  for  the  purpose  of  formulating  plans  to 
conserve  the  natural  resources  of  the  United  States.  This 
action  was  not  taken  because  such  resources  have  been  ex- 
hausted, but  because  they  are  being  wasted,  and  because  there 
is  a  tendency  to  their  monopoly.  The  importance  of  this  ques- 
tion entirely  surmounted  party  politics.  A  voluntary,  unpaid 
and  patriotic  Congress  will  meet  in  Washington  in  the  early 
winter  to  formulate  and  recommend  conservation  legislation. 

It  is  the  duty  of  each  generation  to  prepare  for  its  successor 
at  least  as  favorable  an  opportunity  for  success  and  happiness 
as  it  has  enjoyed.  The  forests  and  streams,  the  fuels  and  the 
metals,  will  be  as  necessary  to  succeeding  generations  as  they  are 
to  this,  and  no  man  who  loves  his  family,  his  race  or  his  country 
can  fail  to  appreciate  the  importance  of  constructive  legislation 
for  the  conservation  of  our  natural  resources.  And  I  believe 
that  legislation  to  provide  a  fair  taxation  for  such  resources  is 
of  prime  importance. 

For  the  information  of  those  who  may  be  interested  in  these 
remarks  I  have  prepared  a  table  to  show  in  which  of  the  United 
States  the  relief  must  come  through  exemption,  classification 
or  constitutional  amendment. 

If  I  have  overlooked  important  features  of  Canadian  con- 
stitutional requirements  or  perfection  of  Canadian  laws,  I  hope 
it  will  be  attributed  to  my  lack  of  opportunity  to  inform  myself 
fully  as  to  such  constitutions  and  laws,  and  not  to  my  lack  of 
appreciation  of  the  admirable  features  of  that  government, 
the  wonderful  resources  of  that  country  or  the  energy  and 
patriotism  of  its  citizens. 

It  has  been  my  good  fortune  to  visit  the  Provinces  of  Ontario, 
Manitoba,  Saskatchewan,  Alberta  and  British  Columbia, 
and  to  learn  of  the  wonderful  forest,  mineral  (metal  and  coal) 
and  water-power  resources  which  are  yet  open  to  exploitation, 
acquisition  and  development  in  the  Rockies,  the  Sol  kirks  and 
the  Coast  Range.  I  have  seen  the  new  communities  of  the 
Western  provinces  and  have  found  there  a  happy  and  prosper- 
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ous  people,  made  so  by  the  opportunity  which  wise  laws  have 
given  to  individual  energy. 

The  following  table  shows  which  States  may  classify,  which 
may  either  exempt  or  classify  and  which  may  neither  exempt 
nor  classify,  but  must  amend  their  constitutions  to  give  relief. 


These  States  mat 

These  States  mat 

These  States 

These  States  mat 

EITHER    EXEMPT    OR 

neither  exempt 
nor  classift,  but 

EXEMPT 

MAT   CLAS8IFT 

CLASSIFT 

MUST  AMEND  THEIR 

CONSTITUTIONS  TO 

GIVE   RELIEF 

Alabama 

Arizona 

Arizona 

Arkansas 

Arizona 

Colorado 

Colorado 

California 

Colorado,  planted 

Connecticut 

Connecticut 

Florida 

forests 

Delaware 

Delaware 

Illinois 

Connecticut 

Georgia 

Idaho 

Indiana 

Delaware 

Iowa 

Iowa 

Kentucky 

Idaho 

Idaho 

Montana 

Louisiana 

Kansas 

Minnesota 

New  Jersey 

Nevada 

Iowa 

Missouri 

New  Mexico 

North  Carolina 

Maine 

Montana 

New  York 

North  Dakota 

Maryland 

New  Jersey 

Rhode  Island 

Ohio 

Massachusetts 

New  Mexico 

Vermont 

Oregon 

Michigan 

New  York 

South  Carolina 

Mississippi 

Oklahoma 

South  Dakota 

Montana 

Pennsylvania 

Tennessee 

Nebraska,  planted 

Rhode  Island 

Texas 

forests 

Vermont 

Utah 

New  Hampshire 

Virginia 

Virginia 

New  Jersey 

Wyoming 

Washington 

New  Mexico 

Massachusetts 

West  Virginia 

New  York 

Michigan 

Rhode  Island 

Minnesota 

Vermont 

Vermont 

Wisconsin 

Constitutional  amendment  to  permit   classification  will  be 
submitted  at  the  next  election  to  the  voters  of  Ohio. 


FOREST  TAXATION  AND  CONSERVATION  AS 
PRACTICED  IN  CANADA 

By  Dean  B.  E.  Fernow 
Faculty  of  Forestry,  University  of  Toronto,  Toronto,  Ontario 

I  TAKE  it  for  granted  that  the  title  of  the  subject  assigned 
to  me  means,  to  establish  a  relation  between  forest  conserva- 
tion and  taxation  in  Canada.  As  a  matter  of  fact,  such  relation 
does  not  to  my  knowledge  exist  in  Canada.  Indeed,  attempts 
at  any  kind  of  forest  conservation  are  so  few  and  inefficient  in 
this  country  that  we  can  hardly  yet  recognize  them  as  actualities. 

In  the  United  States  the  subject  of  taxation  has  been  for 
some  time  as  one  which  is  of  importance  to  the  development  of 
forestry  practices  in  the  handling  of  timber  lands,  and  the  dis- 
cussions have  charged  the  absence  of  such  practices  to  excessive 
taxation,  which  forces  the  lumberman  to  be  satisfied  with  mere 
rapid  exploitation  of  his  property  instead  of  management  for 
a  future  crop. 

It  is  argued  that  the  practice  of  forestry  needs  protection 
which  would  be  induced  by  reduction,  if  not  entire  relief,  of 
taxes  on  timberlands  under  certain  conditions.  Indeed,  there 
are  tax  release  laws  on  the  statute  books  of  several  States. 
But,  if  in  the  States  such  a  relation  between  taxation  and  forest 
destruction  could  be  proved,  —  I  have  been  on  record  for  years 
as  disbelieving  this  relation,  and  am  glad  to  hear  that  the 
extensive  investigations  of  Professor  Fairchild  have  proved  my 
views  correct,  —  in  Canada,  certainly,  the  unconservative  ex- 
ploitation of  her  timber  resources  has  not  been  due  to  excessive 
taxation.  The  bulk  of  the  timber  lands  are  in  the  ownership 
of  the  Dominion  and  provincial  governments  as  crown  lands, 
and,  therefore,  do  not  pay  any  taxes.  An  attempt  on  the  part 
of  some  municipalities  in  Ontario  to  levy  taxes  from  the  timber 
limit  holders,  who  acquire  the  right  to  cut  timber  under  license 
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from  the  government,  failed  lately,  the  courts  deciding  that 
no  tax  could  be  levied  against  the  timber  on  crown  lands ;  and 
in  some  other  cases  in  which  a  timber  limit  holder  tried  to 
collect  damage  from  a  government-controlled  railroad  for  de- 
struction of  timber  by  fire,  the  full  ownership  of  the  land  in  the 
crown,  in  spite  of  having  given  the  right  of  despoiling  it  of  its 
value,  has  been  sustained. 

The  taxes  against  private  forest  lands,  on  the  other  hand,  are 
so  low  that  owners  do  not  seem  to  find  any  reason  to  complain, 
nor  is  there  usually  a  change  made  in  the  assessment  when  the 
timber  is  cut,  although  there  is  no  uniformity  in  the  methods  of 
assessment,  and  every  tax  assessor  is  a  law  unto  himself,  as  in 
the  States. 

There  is,  therefore,  no  clamor  for  tax  reduction,  and  no  influ- 
ence of  taxation  on  the  treatment  of  forest  property. 

Nevertheless,  some  enthusiastic  member  of  the  legislature  of 
Ontario,  beUeving  that  it  was  desirable  to  encourage  reforesta- 
tion of  waste  lands,  especially  in  the  peninsula  of  Ontario,  — 
which  is  largely  deforested  and  suffers,  indeed,  in  parts,  from 
both  lack  of  wood  suppUes  and  of  forest  cover,  —  had  an  act 
passed  in  1906  (6  Edward  VII)  permitting  the  council  of  a 
township  to  exempt  "  woodlands"  in  whole  or  part  from  munici- 
pal taxation,  not  more  than  one  acre  in  ten,  and  not  more  than 
25  acres  held  by  a  single  owner.  The  description  of  woodland 
in  the  act  is  interesting,  having  in  view  a  park  rather  than  a 
timber  forest.  It  requires  400  trees  per  acre  of  all  sizes,  or 
300  measuring  over  two  inches,  or  200  over  5  inches,  or  100  over 
eight  inches  in  diameter,  naming  the  species  permissible. 

No  results  of  this  "  beneficial "  legislation  are  on  record.  But 
the  existence  of  this  statute  may  give  me  an  excuse  to  discuss 
the  possible  efficacy  of  such  legislation. 

While,  no  doubt,  the  tax  power  can  be  used  to  encourage 
or  discourage  certain  practices,  it  must  not  be  overlooked  that 
other  powerful  influences  are  also  at  work,  which  may  encourage 
or  discourage  the  other  way. 

Rising  prices  in  the  market  are  persuasive  arguments  for 
cutting  now,  destructive  fires  threaten  present  utilization,  the 
long  time  element  in  the  maturing  of  timber  iliscourages  the 
average  man  from  placing  his  funds  in  such  investment. 
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Is  it  not  patent  that  the  artificial  encouragement  of  the  tax 
release  must  be  in  proportion  to  the  forces  which  pull  the  other 
way? 

Where  uncut  virgin  timber  lands  are  concerned,  the  rise  of 
price  of  wood,  which  for  the  poorest  woods  has  doubled  in  the 
last  decade,  is  a  greater  incentive  to  cut  than  any  tax  reduction 
could  ever  be.  When  cut-over  lands  are  concerned,  the  mere 
let-alone  poHcy  is  no  virtue  to  be  rewarded,  but  an  unfortunate 
necessity  which  the  owner  cannot  help.  Unless  he  does  some 
tangible  work  towards  improving  the  crop  and  replenishing  the 
poorly  stocked  areas  with  desirable  kinds,  he  is  not  entitled  to 
consideration.  When  new  plantations  are  concerned,  the  initial 
expense  of  planting  is  so  much  greater  than  the  capitaUzed 
value  of  any  tax  release,  that  the  latter  could  hardly  be  con- 
sidered an  incentive  to  make  the  expenditure  of  the  former. 
Few  good  plantations  could  be  made  for  less  than  $8  to  $10 
per  acre,  while  the  capitaUzed  value  of  a  tax  of  10  cents  per 
acre,  an  excessive  figure  for  a  period  of  20  years,  the  time 
usually  provided,  would  not  amount  to  more  than  $1.25. 

An  equitable  tax  is  all  that  foresters  need  and  should  ask  for. 
Since,  however,  an  acre  of  timber  yields  only  periodic  returns, 
the  greater  part  of  the  tax  should  fall  due  when  the  timber  is 
cut,  the  deferred  tax  bearing  a  fair  relation  to  the  net  yield  of 
the  property.  The  same  principles  a  century  or  more  of  expe- 
rience has  shown  to  be  correct  in  Germany  are  appUcable  here, 
albeit  with  some  minor  modifications  in  practice.  They  recog- 
nize that  annual  taxes  are  necessary  to  levy,  since  administra- 
tions need  funds  annually  and  cannot  be  dependent  on  the  whim 
of  owners  as  to  when  and  how  much  they  propose  to  cut,  and 
hence  a  regular  annual  tax  must  be  levied.  At  the  same  time 
the  intermittency  and  irregularity  of  income  from  forest  proper- 
ties is  recognized,  on  account  of  which,  in  the  absence  of  income, 
the  payment  of  taxes  is  a  hardship.  This  clash  of  pubUc  and 
private  interest  is  overcome  by  a  mixed  taxation,  namely,  a 
land  tax  levied  as  the  stumpage  becomes  available.  Where  a 
sustained  yield  management  exists,  i.e.  one  so  arranged  that 
the  forest  property  yields  an  annual  cut  continuously  —  a  condi- 
tion now  very  general  in  Germany  —  the  value  of  the  "  growing 
stock"  —  that  is,  the  wood  capital  represented  in  the  series  of 
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stands  of  different  age  which  must  be  in  existence  to  permit 
this  annual  cut  —  forms  the  basis  of  the  assessment  in  addi- 
tion to  the  soil  capital,  based  on  the  productive  capacity  of  the 
soil  —  the  "soil  rent"  value.  This  productiveness  is  deter- 
mined once  for  all  by  experts.  Even  with  us,  there  would  be 
now  enough  knowledge  in  existence  to  make  approximate 
estimates  as  to  whether  certain  soils  are  capable  of  producing 
at  least  one  half,  or  three  quarters,  or  one  cord,  etc.,  per  acre. 
It  will  of  course  be  the  lowest,  the  "wrecking"  value,  not 
the  highest  or  best  production,  that  would  form  the  basis  of 
assessment. 

In  Wiirtemberg  a  revision  of  the  tax  law  was  effected  in  1905, 
following  closely  the  Prussian  precedent.  Both  State  and 
county  taxes  are  assessed  against  forest  property.  For  State 
purposes  the  taxable  income  is  the  actual  result,  cash  or  credit 
of  the  regular  cut,  principal  and  intermediary  harvest.  The 
domestic  consumption  of  the  owner  at  local  average  prices  is 
considered  income  as  well.  Extraordinary  cuts  are  taxed  if 
they  are  made  to  secure  cash  or  to  change  the  use  of  the  area, 
as  for  farm  purposes;  but,  if  occasioned  by  natural  disaster, 
like  windfall,  insect  pests,  snow  breakage,  etc.,  the  results  are 
not  considered  taxable  income,  for  this  enforced  cut  is  con- 
sidered a  misfortune,  a  loss  against  the  owner's  interests,  because 
it  disturbs  his  regular  management. 

As  expenses  are  charged,  not  only  all  the  usual  expenditures 
incurred  in  the  management,  but  the  cost  of  new  plantations 
also,  and  bad  debts  of  former  years  if  they  had  been  figured  as 
income;  but  costs  occasioned  by  extraordinary  cuts,  including 
those  of  reforestation,  do  not  figure  any  more  than  the  income 
from  such  untimely  utilization. 

Besides  this  income  tax  the  hitherto  customary  realty  or  soil 
tax  is  continued  at  a  reduced  rate.  This  is  based,  not  on  the 
income,  but  on  the  possible  net  yield,  —  the  possibiliU  of  the 
French,  —  and  this  yield  capacity  is  determined  once  for  all  by 
experts,  after  classification  of  the  land  according  to  quality. 
This  assessment  of  the  so-called  "  tax  capital,"  which  does  not 
consider  individual  conditions  or  special  methods  of  manage- 
ment, is  supposed  to  hold  good  for  a  long  period,  and  is  changed 
only  when  changes  in  use  and  in  property  conditions  arise. 
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For  municipal  taxation  this  tax  capital  forms  the  basis,  the 
annual  county  or  town  expenditure,  as  far  as  not  otherwise 
satisfied,  being  apportioned  among  the  owners.  The  rate  on 
the  tax  capital  varies  from  year  to  year,  and  in  1906  was  twenty 
mills  —  the  same  as  on  real  estate  in  Toronto.  The  rate  on 
incomes  is  determined  every  two  years.  The  law,  however, 
states  a  normal  rate  on  a  sliding  scale  which  varies  between 
two  and  five  marks,  according  to  size  of  income. 

It  will,  to  be  sure,  take  a  long  time  before  such  scientific  pro- 
cedure will  and  can  be  applied  under  our  crude  conditions,  but 
it  points  the  goal  towards  which  eventually  we  must  travel. 

There  is  one  other  form  of  taxation  which  has  sometimes 
been  believed  to  have  a  bearing  on  forestry  practices,  namely, 
a  customs  tariff.  I  remember  a  committee  of  lumbermen 
waiting  on  me  at  Washington  to  ask  me  to  assist  their  tariff 
agitation  by  an  argument  which  should  show  that  a  tariff  of 
$2  per  1000  feet  would  promote  forestry.  I  promised  to  do  so, 
if  they  in  turn  could  vouch  that  at  least  one  half  of  this  tax 
on  the  public  would  find  its  way  from  their  pockets  into  the 
woods  for  improved  practice.  Needless  to  say,  that  the  argu- 
ment was  not  called  for.  Where,  as  in  Germany,  a  well-estab- 
lished forestry  system  needs  protection  against  the  imports 
from  exploiting  countries,  the  argument  might  appear  reason- 
able; but  as  a  matter  of  fact,  even  there  the  tariff  duty  was 
counterbalanced  by  a  reduction  in  freight  rates  of  the  exploit- 
ing countries,  and  has  not  had  the  desired  effect.  Theoretic- 
ally, an  import  duty  on  lumber  should  make  timber  lands  so 
valuable  as  to  induce  the  conservative  use  of  them ;  practically, 
such  a  result  has  not  been  experienced,  the  present  dollar  being 
a  greater  attraction  than  the  possible  future  two. 

But,  while  forestry  practices  may  not  be  induced  by  tariffs, 
industrial  development  based  on  a  domestic  supply  of  raw  ma- 
terial may.  Whether,  for  instance,  the  pulp  wood  of  Canada 
should  be  sent  to  United  States  paper  mills,  or,  by  preventing  its 
export,  the  establishment  of  such  mills  in  Canada  should  be 
fostered,  this  question  is  one  of  greatest  fiscal  importance  to 
Canada. 

I  may  add  only  a  few  words  regarding  a  feature  in  the 
administration  of  Canadian  timber  lands  which  apparently  be- 
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longs  to  the  subject  in  hand,  as  it  involves  at  least  a  sem- 
blance of  taxation  which  has  a  most  important  bearing  on  forest 
conservation. 

In  disposing  of  timber  limits  the  governments  divide  payments 
into  three  parts,  namely,  a  bonus,  i.e.  a  lump  sum  bid  which  is 
paid  at  time  of  securing  limits  at  an  auction;  timber  dues  per 
unit  (cubic  foot,  cord,  feet  board  measure)  collected  when  timber 
is  cut;  and  a  ground  rent,  which,  being  paid  annually,  appears 
like  a  tax,  but  in  reality  is  only  a  fee  paid  to  retain  the  right 
to  cut  timber  on  the  limits.  It  is  levied  per  square  mile,  is 
uniform,  i.e.  independent  of  values,  and  mostly  nominal,  from 
$2  to  18  per  square  mile,  except  in  British  Columbia,  where  it 
is  $140. 

This  latter  amount  ought  to  be  large  enough  to  deter,  or  at 
least  check,  speculation,  which  it  apparently  has  not  done,  and 
it  may  be  instrumental  in  hastening  forest  destruction.  After 
nearly  all  the  available  timber  in  the  province  has  been  covered 
by  licenses  which  are  to  run  for  20  years,  the  argument  is  made 
by  the  limit  holders,  that  they  will  be  forced  to  practice  de- 
structive lumbering,  while  if  the  licenses  were  made  perpetual, 
they  might  be  induced  to  practice  forestry. 

The  writer  is  not  convinced  that  other  factors,  like  the  fear 
of  loss  by  forest  fires,  the  requirements  of  estabhshed  mill 
capacities,  and  especially  the  golden  harvest  which  rapidly 
rising  wood  prices  promise,  will  not  be  stronger  influences 
toward  a  continuance  o"f  present  destructive  practices,  than 
either  a  reduction  of  the  ground  rent  or  a  perpetual  exclusion  of 
the  government  from  managing  its  property  rationally. 

That  the  present  methods  of  disposing  of  timber  on  crown 
lands  are  most  inimical  to  forest  conservation  could  be  readily 
proven.  This  is,  however,  not  a  question  of  taxation,  which, 
as  I  have  shown,  is  in  Canada  as  yet  of  no  moment,  but  may 
become  so,  in  the  not  very  distant  future,  when  the  incomes  of 
the  province  from  the  timber  limits  shall  have  ceased,  because 
the  commercial  timber  is  exhausted. 
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Chairman  :  This  subject  is  now  open  for  discussion. 

Mr.  Lawson  Purdy  (New  York) :  Mr.  Chairman,  I  don't 
know  enough  to  discuss  this  subject  very  much,  but  I  cannot 
allow  the  opportunity  to  go  by  without  saying  that  I  have 
heard  a  great  many  papers  on  taxation,  a  very  great  many 
papers,  and  I  don't  know  when  I  have  heard  papers  so  clear,  so 
well  reasoned,  devoted  to  subjects  of  such  supreme  importance 
as  the  papers  to  which  we  have  listened  to-night.     (Applause.) 

Mr.  J.  H.  Easterday  (Washington) :  I  come  from  the  State 
of  Washington  where  160  acres  may  have  timber  to  the  reason- 
able value  of  $100,000.  In  the  past  we  have  valued  this  timber 
in  the  same  haphazard  manner  as  is  spoken  of  by  the  Professor 
from  Yale.  We  have  now  reached  what  we  believe  to  be  a 
scientific  method  in  which  practical  equality  is  done  to  all 
timber  landowners  under  the  present  law.  Timber  trees  have 
the  same  value  as  a  sheep,  a  cow  or  a  horse.  That  is,  a  small 
tree  is  worth  $2,  larger  trees  are  worth  $25,  and  many  trees 
are  worth  $100.  If  your  assessor  should  go  into  a  field  and 
come  back  to  the  assessing  board  and  say,  "I  have  valued 
160  acres  of  sheep,"  the  boss  would  say  something  that  I  don't 
care  to  repeat,  and  send  him  back  to  count  them.  We  have 
counted  our  trees,  and  when  we  count  the  tree,  we  estimate  its 
value.  The  report  that  comes  in  shows  every  foot  of  timber 
on  every  subdivision  of  ten  acres.  It  shows  the  character  of 
the  timber.  It  shows  whether  it  is  mature  or  second  growth. 
It  shows  the  iiumber  of  commercial  poles  and  ties.  It  shows 
the  contour  of  the  country.  It  shows  the  revenues  and  the 
accumulations  and  everything  else  pertaining  to  ^a  full  and 
complete  knowledge  of  that  160  acres  of  land.  It  cost  some 
money  to  do  this  the  first  time,  but  when  you  once  have  that 
cruise,  it  is  good  for  fifty  years.  A  high  school  boy  can  sit 
down,  and  taking  the  market  values  of  timber,  or  the  accredited 
ratios  of  increase,  can  figure  over  any  160  acres  in  your  town- 
ship or  State  in  a  very  short  time.     Not  to  go  at  this  in  a 
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practical  way  seems  to  me  to  be  folly;  and  whatever  may  be 
the  ultimate  result  of  exemption,  or  this  or  that  or  the  other, 
one  of  the  first  things  to  be  done  in  a  practical  way  is  to  count 
your  trees.  The  owners  of  this  property  will  report  from  time 
to  time  of  burnings  or  of  cuttings,  and  reductions  can  be  made. 
You  have  a  complete  map,  a  complete  record,  and  you  have  it 
for  all  time  to  come.  In  the  State  of  Washington  this  cruise 
of  the  timber  lands  and  the  counting  of  the  trees  not  only  re- 
sults in  doubUng  and  trebUng  the  valuation  of  all  timber  lands, 
but  it  puts  practical  and  approximate  equality  between  owners 
in  ascertaining  the  lands  that  were  heavily  timbered  and  those 
which  had  no  timber.  I  would  call  attention  again  to  the 
benefits  of  this  practical  cruise  and  contour  and  exploitation 
to  your  commissioners  who  build  the  roads.  It  will  be  a  benefit 
to  buyer  and  to  seller.  It  will  be  a  benefit  to  prospective  log- 
ging roads  or  prospective  railroads.  In  fact,  the  lone  fisher- 
man can  well  studj'  these  maps,  and  perhaps  get  an  inkling 
or  a  notion  as  to  where  he  can  do  best  in  the  day's  outing  with 
the  rod  and  reel.     (Applause.) 

Mr.  F.  M.  Lee  (Mississippi) :  The  gentleman  from  Washing- 
ton has  somewhat  the  advantage  of  me.  Every  two  years  our 
timber  lands  are  estimated  and  assessed.  Once  in  two  years 
this  is  done.  The  lands  are  valued  difTerently.  They  are 
valued  in  proportion  to  the  lumber  that  they  will  yield,  or  to 
the  worth  of  the  timber  that  then  is  on  them.  For  that  rea- 
son I  say  the  gentleman  from  Washington  has  considerably  the 
advantage.  We  are  certain  we  could  not  let  it  last  for  fifty 
years,  but  it  only  lasts  with  us  for  two  years  and  must  be 
repeated.  The  timber  that  has  been  taken  off  in  that  two 
years  has  then  reduced  the  stumpage,  and  it  is  assessed  at  a 
lower  price.  For  instance,  our  timber  land  is  assessed,  much 
of  it,  at  $20  an  acre  on  down  to  $2  an  acre  —  lower  even  than 
our  farm  l^nds,  because  the  farm  land  is  bringing  something; 
there  is  something  being  taken  off;  something  for  the  benefit 
of  the  country.  But  the  stumpage  has  nothing  except  its 
market  value.  That  is  about  the  way  we  haiullo  our  business, 
and  wc  feel  satisfied  that  we  are  doing  nicely.  As  fast  as  the 
timber  is  taken  off  the  land  is  put  into  cultivation,  bocnuso  it 
is  alluvial  and  productive  land.     Thereby  we  builil  not  only 
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cities  right  around  us,  but  we  are  aiding  foreign  countries 
because  we  are  furnishing  traffic.     (Applause.) 

Dr.  W.  I.  Chamberlain  (Ohio) :  It  seems  to  me  that  one 
very  great  question  has  not  been  exploited  here  in  the  matter 
of  forestry  to  the  extent  that  it  would  bear.  Ohio  is  suffering 
deforestation,  and  the  tendency  and  the  thought  now  is  to 
reforest  our  State  to  some  extent.  Before  anybody  had  appre- 
ciated the  fact,  the  forests  were  in  a  large  degree  removed,  and 
their  absence  has  exercised  a  very  disastrous  chmatic  effect  in 
our  State.  That  is  to  say,  our  State  in  large  degree  is  rolling, 
and  when  we  are  blessed  with  rain,  the  trees,  the  humus  and  the 
leaves  in  the  forest  take  up  that  rain  and  hold  it  and  release 
it  as  it  is  needed,  whereas  when  the  forests  are  gone  we  are 
subject  to  freshets  and  drought.  Now,  it  seems  to  me  that 
that  has  not  been  brought  out.  Of  course  in  Washington 
they  have  very  fertile  soil ;  their  State  is  new ;  but  in  the  older 
States  the  pioneer  farmer  deforested  our  State.  The  mill  and 
the  farmer  have  robbed  it  of  its  fertility,  and  the  modern  thought 
is  that  the  modern  farmer  has  got  to  restore  both.     (Applause.) 

Mr.  J.  J.  Thomas  (Utah) :  I  would  Uke  a  little  explanation 
as  to  the  conclusions  that  both  these  gentlemen  came  to  — 
as  to  how  the  remitting  of  the  taxes  would  result  in  replanting 
those  lands  from  which  the  trees  have  been  taken.  Would 
the  remitting  of  the  taxes  induce  men  who  have  gone  upon  this 
land  for  the  purpose  of  taking  this  timber,  and  who  have  sold 
it  to  some  lumber  company,  would  that  induce  them  to  replant 
the  land  ?     I  confess  I  have  some  doubts  on  the  subject. 

Mr.  Shaw:  I  heard  that  answered  in  Michigan.  I  heard 
Mr.  Ward,  who  is  the  largest  timber  owner  in  Michigan,  and 
Mr.  Linden,  who  belongs  to  an  estate  that  is  the  largest  timber 
owner,  say  that  they  would  undertake  it.  That  is  in  the  State 
I  mentioned  that  has  six  million  acres  on  its  delinquent  tax 
list,  and  they  are  utterly  worthless;  nobody  is  doing  anything 
about  it.  The  taxes  in  Michigan  are  locally  assessed,  and  in 
some  cases  excessive,  but  it  would  certainly  be  an  item  any- 
where toward  forestry,  and  in  that  State  which  presents  about 
the  worst  and  most  extreme  condition,  these  men  with  the 
ability  and  the  funds  and  the  experience  said  they  would  under- 
take the  work. 
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Mb.  Thomas:  By  remitting  the  taxes,  do  you  mean  from 
the  time  the  trees  are  planted  until  they  reach  sufficient  growth 
to  cut  again? 

Mb.  Shaw:  My  proposition  was  somewhat  different  from 
Professor  Fairchild's  —  to  tax  the  land  at  its  actual  value  all 
the  time. 

Mb.  Thomas:  That  is  what  I  was  getting  at. 

Mb.  Shaw:  Never  release  that,  because  a  farmer  that  raises 
something  else  has  to  pay  taxes  on  his  land,  and  he  would  not 
assent  to  that  discrimination;  but  exempt  the  timber  until 
it  could  be  reasonably  cut,  until  it  was  merchantable,  and  then 
tax  it. 

Mb.  Pubdy:  In  the  State  of  California,  I  believe  I  am  cor- 
rect in  saying  the  constitution  provides  that  land  under  culti- 
vation shall  not  be  assessed  at  a  higher  rate  than  the  land 
similarly  situated  which  is  not  cultivated. 

Mb.  Shaw:  Yes,  I  understand  that. 

Mr.  Pubdy:  The  principle  which  is  embodied  in  the  Cali- 
fornia constitution  would  be  applicable  if  the  forest  is  treated 
and  considered  as  crop,  which  undoubtedly  it  is,  only  it  is  one 
of  slow  growth. 

Mr.  a.  C.  Pleydell  :  This  is  a  very  practical  matter  in  New 
York.  There  was  a  bill  before  the  last  legislature  to  encourage 
the  reforesting  of  lands  by  exempting  all  growing  timber  from 
taxation  until  it  had  reached  maturity.  This  was  the  intention 
of  the  bill,  and  I  was  in  conference  off  and  on  for  two  or  three 
months  both  with  the  Forest  Service  and  members  of  the 
legislature.  The  bill  was  amended  several  times,  but  not  to 
the  satisfaction  of  the  New  York  Tax  Reform  Association,  and 
finally  they  protested  to  the  Governor,  who  vetoed  it;  the 
principal  protest  was  against  the  feature  which  Mr.  Shaw  has 
pointed  out  as  a  possible  danger  in  forest  exemption  laws. 
The  bill  unfortunately  provided  that  when  the  land,  no  mat- 
ter what  its  value,  was  replanted,  it  should  not  be  valued  at  a 
higher  rate  than  the  most  barren  land  in  the  tax  district.  This, 
as  was  clearly  shown,  woulil  encourage  speculation  in  sub- 
urban lands,  in  some  instances  even  in  the  city  of  New  York. 

It  is  a  proper  thing  to  encourage  forestry.  More  trees  are 
needed  in  New  York, — that  State  is  different  from  Washington, 
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—  and  there  is  a  tendency  to  check  reforesting  by  the  tax 
burden.  You  all  know  that  trees  are  a  fifty-year  crop,  and 
when  you  put  them  on  the  roll  every  year,  they  are  taxed  fifty 
times  before  they  are  cut. 

The  practice  in  New  York  and  New  Jersey  is  not  really  to 
add  much  to  the  assessment  —  in  most  cases  to  add  nothing 
to  the  assessment  —  of  ordinary  farm  land  because  it  has 
some  woods  on  it.  The  assessor  puts  down  fifty  acres  of  clear 
land  on  the  same  basis  as  a  similar  tract  that  has  some  trees 
on  it.  But  where  a  man  undertakes  to  reforest  his  land 
scientifically,  and  the  trees  grow  well,  the  assessor  looks  upon 
that  just  as  he  looks  on  the  repainting  of  a  building,  or  the 
putting  up  of  a  new  barn,  —  as  something  that  must  immedi- 
ately go  down  on  the  tax  list.  The  purpose  of  the  forestry 
department  is  to  encourage  reforesting  by  exempting  the  trees 
while  immature,  and  assessing  the  stumpage  when  the  trees  are 
cut.  I  am  in  entire  sympathy  with  the  view  expressed  by  Mr. 
Shaw. 

It  seems,  furthermore,  that  there  are  two  things  to  be  borne 
in  mind  in  discussing  the  connection  between  forestry  and 
taxation : 

First,  to  encourage  the  growth  of  forests  so  as  to  preserve 
watersheds,  we  must  do  one  of  two  things  —  either  make 
some  special  provision  or  agreement  with  the  owners  of  that 
land  by  which,  in  return  for  exemption,  they  will  let  their 
matured  timber  stand  so  as  to  protect  the  watershed  within 
a  certain  area,  or  have  the  State  own  the  watershed  land,  as  is 
largely  done  in  the  State  of  New  York. 

Second,  to  encourage  the  general  growth  of  timber  through 
the  country  districts  which  are  not  the  chief  watersheds,  we  must 
exempt  the  trees  from  taxation,  automatically,  without  any 
forest  inspection,  so  that  the  ordinary  farmer  can  get  the 
benefit  of  whatever  exemption  is  granted  to  his  wood  land  on 
the  basis  of  a  fifty-year  crop.  The  ordinary  farmer  should 
be  able  to  get  that  exemption  without  going  through  any 
red  tape  and  applying  to  headquarters  to  have  his  land  in- 
spected ;  that  is  more  routine  to  which  he  is  not  accustomed. 

It  seems  to  me  the  true  principle  that  we  must  come  to 
is  to  value  timber  lands  as  if  the  land  were  stripped  of  trees; 
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according  to  what  it  would  be  worth  to  own  that  land  as  an 
opportunity  for  planting  trees  or  other  uses.  Then  exempt  the 
growing  timber,  at  least  until  such  time  as  it  is  a  marketable 
crop,  if  we  cannot  have  entire  exemption.  We  may  have  to 
compromise  with  some  kind  of  a  stumpage  tax  that  will  put  a 
low  rate  on  timber. 

Mr.  William  B.  Fellows  (New  Hampshire) :  I  wish  somebody 
would  answer  this  question.  Now  we  have  a  "  General  Prop- 
erty Tax, "  as  it  is  termed  in  the  United  States,  and  we  shall 
have  it  until  more  people  become  more  conscientious  than  they 
are  down  there;  in  other  words,  they  won't  pay  an  income  tax. 
Now,  what  is  there  between  man  and  man?  A  person  has  got 
a  house  worth  $5000,  and  it  is  taxed  presumably  for  that. 
Another  man  has  a  piece  of  timber  land  which  will  readily  sell 
on  the  market  for  $5000.  Is  there  any  reason  why  he  should 
not  be  taxed  for  $5000  while  the  other  man  is  taxed  for  $5000  ? 
That  is  a  question  that  is  troubhng  us  somewhat.  New  Hamp- 
shire has  been  referred  to.  Mr.  Foster,  who  represented  the 
department  in  Washington,  was  there  some  months  this  sum- 
mer, and  he  found  prevailing  those  conditions  that  have  been 
spoken  of  here  to-night.  His  conclusion  was  that  although 
what  was  done  there  was  done  illegally,  yet  practically  the 
problem  would  be  solved  by  the  practical  exemptions  made 
by  the  selectmen.  Now,  it  would  be  difficult  to  reforest  the 
White  Mountains  of  New  Hampshire.  They  are  owned  largely 
by  the  farmers,  who  want  to  get  money  out  of  the  timber,  and 
will  get  the  money  out  of  it  so  long  as  they  can  get  their  price 
without  any  question  of  what  they  are  to  be  taxed.  If  the 
State  of  New  Hampshire  or  the  United  States  should  make  a 
forest  estate  of  New  Hampshire,  there  would  be  hardly  any 
land  left  for  an  individual  person,  because  you  know  that  about 
all  New  Hampshire  is  set  up  on  edge.  (Laughter.)  That 
causes  me  to  present  the  question,  What  is  to  be  fair  between 
man  and  man  in  a  State  like  New  Hampshire  where  you  tax 
property  and  you  tax  but  little  of  that?  All  that  we  tax  now 
is  the  real  estate  and  a  few  manufacturing  corporations  that 
we  have  got.  People  are  claiming  that  public  service  corpora- 
tions are  not  paying  enough  taxes.  I  don't  know  as  they  are, 
but  certainly  the  timber  people  that  I  have  knowledge  of  are 
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not  paying  any  greater  proportion  of  tax  than  are  the  public 
service  corporations. 

Mr.  Pleydell:  Answering  one  point  there  briefly  I  would 
say  that  as  a  house  usually  takes  six  months  to  be  put  up,  we 
do  not  tax  a  man  while  the  house  is  growing,  and  we  don't  put 
a  tax  on  until  he  gets  the  use  of  it,  and  we  do  not  tax  field 
crops  while  they  are  growing.  In  New  York  the  assessors  go 
out  in  May  when  the  farmer  has  sold  his  crop  and  has  not 
planted  the  new  one.  In  practice  they  don't  tax  the  growing 
crop,  and  therefore  in  practice  they  should  not  tax  the  growing 
timber.  At  present  it  is  taxed  every  year,  and  it  takes  fifty 
years  to  grow. 

Mr.  Shaw  :  I  think  Mr.  Fellows  lost  the  point  that  I  intended 
to  make,  and  that  was  that  the  forest  was  entitled  to  an  ex- 
emption if  at  all  because  of  the  pubUc  service  it  performed; 
because  it  helps  the  water  flow;  it  contributes  to  the  health  of 
the  State;  it  protects  the  farms  below.  Under  this  scheme, 
if  enacted,  a  man  will  not  be  at  liberty  to  cut  that  $5000  of 
timber  off  whenever  he  feels  like  it,  but  he  will  have  to  agree 
with  the  State  to  leave  a  certain  proportion  that  may  be  fixed 
by  a  State  officer,  and  let  that  stay  there  to  perform  those  pub- 
lic services. 

Mr.  Fellows:  The  people  of  Ohio  are  coming  to  our  State 
because  they  say  the  question  of  taxes  are  so  much  better 
than  they  are  in  Ohio.  They  would  rather  give  up  their 
residences  there  and  come  to  New  Hampshire  and  Uve. 
(Laughter.) 

Professor  Fairchild:  As  I  look  at  it,  the  scientific  taxa- 
tion of  forests  does  not  imply  that  a  forest  shall  be  taxed  at  a 
lower  rate  than  other  lands.  Whether  they  shall  be  is  rather 
for  the  jurist  than  the  economist.  The  scientific  way  to  look 
at  it  is  how  the  forest  can  be  made  to  bear  the  same  relative 
burden  as  other  kinds  of  wealth.  That  is  the  idea  which  I  am 
trying  to  find  a  way  of  putting  into  practice.  But  to  tax  the 
forest  at  the  same  relative  rate  as  other  kinds  of  wealth  does 
not  involve  that  since  a  house  is  taxed  every  year  a  forest  should 
also  be  taxed  every  year.  It  is  perfectly  possible  to  make  an 
income  tax  a  tax  of  the  yield  which  shall  be  exactly  equivalent 
to  a  tax  on  the  value.     An  income  tax  coming  once  in  so  many 
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years  could  be  fixed  at  the  same  ratio  of  value  as  a  tax  that 
comes  on  a  house  every  year. 

Mr.  Morrill  N.  Drew  (Maine) :  We  have  an  area  of  about 
ten  million  acres  of  spruce  that  is  not  in  the  incorporated 
townships.  Those  ten  million  acres  are  yielding  to  the  land- 
owner from  two  and  one  half  to  three  million  dollars  per  annum 
net.  The  property  in  the  incorporated  townships  and  cities 
bears  a  burden  of  about  twenty-one  mills  on  the  dollar.  This 
forest  property  bears  a  burden  of  about  five  mills  on  the  dollar. 
The  total  tax  on  wild  land  in  Maine  to-day  does  not  exceed 
one  and  one-quarter  cents  per  acre;  and  with  that  low  rate  of 
taxation  we  have  seen  no  wild  landowner  starting  out  to  re- 
forest his  land  where  he  can  cut  over  or  burn.  Now,  the  problem 
with  us,  and  the  problem  that  we  have  hard  work  to  make  the 
average  taxpayer  think  is  right,  is  that  if  he  takes  $100,000 
and  goes  down  in  the  town  and  invests  it  in  a  manufactory  and 
helps  to  build  up  the  town,  gives  employment  to  people,  he 
must  pay  an  annual  tax  of  over  $2000  a  year  on  his  property, 
whereas  if  he  invests  it  in  wild  lands  he  pays  one  quarter  of 
that  tax.  It  is  hard  work  to  make  a  manufacturer  and  farmer 
see  why  that  $100,000  in  the  wild  lands  should  not  pay  at  least 
as  much  as  he.  Mr.  Shaw,  in  talking  about  exempting  the 
forest  from  taxation,  spoke  of  exempting  it  till  it  matured, 
speaking  of  fifty  or  sixty  years.  In  Maine  our  land  may  be 
different,  and  also  our  mode  of  operation,  but  the  land  agent 
tells  us  that  those  wild  lands  can  yield  a  crop  so  as  to  net  the 
landowner  two  and  one  half  million  dollars  per  annum  for 
them,  provided  the  forest  is  not  burned.  We  know  that  men 
in  operating  the  spruce  only  cut  the  large  trees  down  to  10" 
or  12"  at  the  stump,  and  lumber  operators  tell  me  that  in  so 
operating  the  land  if  they  cut  two  or  three  millions  off  the 
township  this  year  in  that  manner,  in  ten  years  from  now  they 
can  go  over  the  same  land  and  cut  the  same  amount  of  spruce. 
Now  that  is  one  reason  why  delegations  from  Maine  have  come 
here,  to  have  Mr.  Shaw  and  others  tell  us  whether  or  not  we 
can  make  the  wild  landowner  pay  at  least  as  much  taxes,  but 
not  more.  We  don't  want  him  to  pay  more;  we  want  him  to 
pay  at  least  as  much.  I  would  like  to  ask  him  if  ho  thinks  a 
tax  of  a  cent  and  a  half  an  aero  on  green  land  would  have  a 
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tendency  to  make  the  wild  landowner  cut  his  land  hard,  or 
strip  it. 

Mr  Shaw  :  That  would  seem  to  me  like  a  small  tax. 

Mr.  Drew  :  Would  three  cents  an  acre  do  ? 

Mr.  Shaw:  I  would  not  wish  to  answer  a  question  as  to  a 
particular  locality  without  knowing  the  conditions  that  sur- 
round it.  I  do  not  know  the  conditions  in  Maine.  You  are 
very  fortunate  in  one  thing,  as  I  would  gather  from  your  re- 
marks —  that  the  people  are  cutting  conservatively  only  the 
large  trees.  If  they  were  cutting  as  they  do  in  Michigan,  I 
think  you  would  be  more  of  an  advocate  of  reforestation. 

Mr.  Drew:  I  am  an  advocate  of  reforestation,  and  I  think 
when  the  tax  is  only  one  and  one  half  cents,  it  is  not  prohibitive. 

Mr.  Shaw  :  I  don't  know  the  conditions  of  Maine. 

Mr.  Drew  :  We  will  be  glad  to  have  some  one  coming  down 
from  Washington. 

Mr.  Shaw  :  Mr.  Pinchot  will  be  glad  to  send  somebody. 

Mr.  William  H.  Corbin  (Connecticut) :  We  have  a  law  which 
exempts  tree  plantations  for  twenty  years  after  the  growth  has 
reached  a  height  of  six  feet,  and  the  result  in  Connecticut  is 
that  the  spare  timber  is  cut  off  and  there  has  been  very  little 
reforesting.  It  has  commenced  a  little,  but  mostly  by  people 
from  outside  the  towns  who  are  wealthy  men  and  have  come 
in  and  bought  a  piece  of  land  and  planted  forests;  but  the 
average  owner  in  the  township  of  the  land  and  the  timber  has 
sold  his  timber  and  cut  it  off  and  allowed  the  land  to  remain 
to  grow  up  to  brambles.  What  we  want  in  Connecticut 
is  something  to  induce  the  farmer  or  the  owner  of  that  land, 
when  he  cuts  it  off,  to  see  that  it  is  to  his  advantage  from  a 
business  standpoint  immediately  to  reforest.  That  land  is 
supposed  to  be  taxed  the  same  value  as  contiguous  land  that 
is  not  used  for  forest.  So  that  we  have  the  elements  there  that 
have  been  mentioned  here;  but  we  would  like  to  know  from 
the  gentleman  from  Washington  on  what  basis  he  taxes  the 
spruce  after  he  has  counted  them.  Does  he  tax  them  at  full 
value  or  at  a  lower  price? 

Mr.  Easterday  :  The  same  as  other  property. 

Mr.  Corbin  :  Is  that  an  incentive  to  reforest  what  has  been 
cut  off? 
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Mr.  Easterday:  I  don't  know. 

Mr.  James  M.  Brown  (Ohio) :  I  would  like  to  ask  the  gentle- 
man from  Connecticut  what  he  thinks  could  be  done  in  the 
way  of  taxing,  or  exemption  from  taxation,  to  induce  his 
neighbors  to  fertilize  and  produce  the  trees  from  the  land.  I 
once  heard  a  man  from  Connecticut  say  that  the  land  was  so 
poor  as  a  general  thing  that  they  could  not  ensure  the  resurrec- 
tion of  the  dead  without  fertiUzer.     {Laiighter,) 

Mr.  Corbin  (Connecticut) :  Not  having  been  in  that  condi- 
tion I  could  not  testify  to  the  efifect  of  fertiUzer,  but  I  know  I 
was  born  in  a  town  where  it  was  necessary  to  sharpen  the 
sheep's  noses  so  as  to  let  them  feed  between  the  rocks.  (Laugh- 
ter.) That  very  town  has  cut  off  probably  more  white  pine 
than  any  town  of  its  size  in  the  State  of  Connecticut.  They 
are  commencing  there  to  plant  white  pine  forests,  mostly  by 
outside  capital;  but  still  the  people  in  that  small  town  of 
Union  feel  that  they  ought  to  replant  the  land  that  has  been 
cut  ofif.  I  think  our  period  of  exemption  is  long  enough,  but 
what  I  would  like  to  do  is  to  show  to  these  men  that  on  a  busi- 
ness basis  they  can  afford  to  plant  this  land  to  forest,  and  that 
their  children,  at  least,  will  reap  a  fair  return  from  their  invest- 
ment. I  cannot  quite  feel  that  taxation  at  full  value  for  a 
period  of  26  plus  14  or  15  years  would  make  them  see  that. 

As  to  the  value  of  farm  land  in  Connecticut  the  lowest  aver- 
age assessed  valuation  for  any  county  returned  by  the  assessors 
to  the  tax  commissioner  last  year  was  $9  per  acre  on  a  basis 
of  not  over  70  per  cent  of  a  fair  value.  On  the  other  hand, 
the  best  tobacco  land  is  held  by  the  owners  above  $500  per 
acre. 

Dr.  Fernow  :  I  have  listened  with  great  attention  to  all  the 
discussion.  This  is  the  subject  that  I  have  thought  of  for 
probably  thirty  years  and  come  to  conclusions  myself.  Ex- 
emption from  taxation  would  imply  that  there  is  a  certain 
amount  of  cash  to  be  had.  Plantation  means  an  expenditure 
of  money.  Now,  what  you  want  to  do  is  to  balance  these  two, 
expenditure  and  income,  and  when  you  find  that  you  have  to 
spend  from  six  to  eight  or  ten  times  as  much  as  the  exemption 
sum  which  the  release  of  the  taxes  would  give,  you  can  undor- 
stund  why  there  is  no  response  to  those  tax  release  laws  which 
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have  been  in  existence  over  in  the  United  States  for  fifty  years. 
Reforestation  can  be  encouraged,  provided  there  is  encourage- 
ment in  one  direction,  that  is,  protection  against  fire.  As  it  is 
a  long-winded  crop,  from  fifty  to  one  hundred  years,  there  is 
not  an  incentive  for  a  private  individual  to  go  into  the  business. 

Dr.  Chamberlain:  Speaking  incidentally  about  Connecticut, 
I  visited  my  ancestral  home  on  a  farm  which  is  now  in  pos- 
session of  a  cousin,  and  I  saw  the  finest  ten-acre  orchard  of 
Baldwin  apples,  with  trees  averaging  twenty-five  bushels  to 
the  tree,  one  of  the  finest  that  I  ever  saw  in  the  United  States, 
on  a  farm  that  my  father  used  to  own.  I  went  out  with  my 
cousin  to  what  my  father  used  to  call  his  mountain  lot,  and  my 
cousin  told  me  that  in  thirty  years  he  could  cut  that  over  and 
sell  the  timber  on  the  stump  for  $60  an  acre.  So  much  in  re- 
gard to  the  poor  land  of  Connecticut,  some  of  it.  That  is 
in  Sharon,  Litchfield  County,  Connecticut.  In  regard  to  our 
problem  in  Ohio  as  compared  with  the  problem  in  Washington, 
a  hundred  years  ago  when  the  settlers  came  to  Ohio  the  trees 
were  a  fearful  nuisance.  They  had  to  be  got  rid  of.  Great 
poplars  that  would  sell  for  $50  apiece  now  had  to  be  cut  down 
and  windrowed  and  burned  off  in  order  that  the  settlers  might 
get  bread  and  butter  to  eat.  That  was  the  problem  then.  In 
Washington  they  came  in  and  took  what  was  fertile  as  a  coal 
mine  —  the  growth  of  five  hundred  years,  and  it  was  solid 
value  property  just  as  much  as  a  coal  seam  is,  and  ought  to  be 
taxed. 

In  Ohio,  land  is  worth  $100  to  $150  an  acre,  a  good  deal 
of  it,  for  growing  corn  and  wheat  and  what  not,  and  the  problem 
is  so  to  adjust  the  question  of  taxation  that  it  shall  encourage 
reforesting  there.  I  don't  know  how  we  are  going  to  do  it. 
I  have  solved  it  in  my  own  case  partly  by  orcharding,  which 
has  all  the  climatic  effect  of  forestry  so  far  as  conservation  of 
moisture  is  concerned,  —  dense  orcharding,  —  and  two  years 
ago  my  orchard  yielded  $400  to  an  acre  in  apples,  ten  acres  of 
it,  and  thirteen  acres  more  growing.  That  has  the  cUmatic 
effect  of  forestry,  and  it  has  the  financial  effect  of  bringing  ten 
times  its  assessed  value  in  a  good  apple  year  in  the  way  of 
apples;  and  I  am  inclined  to  think  that  our  reforestation  in 
Ohio  will  largely  be  in  the  way  of  shade  trees  for  beauty,  and 


110  STATE  AND   LOCAL  TAXATION 

in  the  way  of  orchard  trees  of  one  kind  or  another  which  shall 
serve  climatic  purposes.  I  know  that  the  little  town  in  which 
I  lived,  in  Hudson,  Ohio,  near  Cleveland,  was  originally  cut  and 
burned,  and  I  can  remember  the  horrible  drought  we  used  to 
have,  and  I  remember  how  the  showers  would  fill  the  river 
around  in  one  way,  and  the  Tinker's  Creek  on  the  other,  and 
scarcely  touch  us  on  the  high  land  every  time  because  it  was 
so  poor  and  so  dry.  Lately  the  village  planted  trees  and  the 
college  planted  trees,  and  we  planted  orchards  and  shade  trees, 
and  now  the  showers  do  not  touch  us,  and  go  around. 

But  the  question  is.  Is  there  any  way  we  can  induce  foresting 
by  removing  the  taxation?  The  southeastern  quarter  or  third 
of  Ohio  was  never  glaciated,  the  glacial  action  did  not  pass  over 
there,  the  coal  seams  lie  over  there,  the  land  is  set  up  on  edge 
almost  as  much  as  it  is  in  New  Hampshire.  I  can  say  now 
that  if  somebody  big  enough,  if  the  owners  of  the  coal  mines, 
for  example,  would  take  hold  of  it  scientifically,  and  be  exempt 
from  taxation  of  land,  trees,  the  timber  trees  while  it  was  grow- 
ing, you  could  reforest  that  land  that  is  too  poor  for  almost 
anything  else.  The  question  asked  by  one  of  the  delegates 
why  a  man  who  has  a  house  worth  $5000  should  pay  taxes  and 
the  man  who  has  timber  worth  $5000  should  not  pay  taxes, 
may  be  answered  in  this  way:  the  house  is  a  personal  benefit 
absolutely  and  nothing  else;  it  is  no  pubUc  benefit  whatsoever; 
it  is  for  that  man  himself;  it  is  his  property;  he  owns  it  and 
uses  it.  So  far  as  a  forest  is  a  cause  of  public  benefit  to 
the  State,  to  the  watershed,  to  the  farmers  below,  it  looks  as 
if  there  was  some  justice  in  exempting  it  from  taxation,  and  I 
take  it  that  land  actively  used  in  growing  forests  may  be  justly 
exempted  from  taxation.  You  cannot  do  that  in  Ohio  now 
under  the  constitution,  and  so  the  assessors  and  the  trustees 
have  to  whip  the  devil  around  the  stumps,  as  I  may  say,  and 
they  have  said,  "  Well,  here  are  forty  acres  of  timber,  now  it 
is  not  bringing  a  cent  to  you,  and  we  will  value  that  for  taxing 
at  about  $5  an  acre "  —  for  ten  years  they  do  it,  a  decennial 
appraisement  —  and  so  they  virtually  exempt  it  from  taxation 
as  long  as  it  is  exclusively  in  timber.     (Applause.) 
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AUTHORITIES  IN  THE  ASSESSMENT  OF  REAL 
ESTATE 

By  Matthew  B.  Hammmond 
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In  the  well-intentioned  and,  on  the  whole,  well-directed  efforts 
of  students  of  taxation  on  this  side  of  the  Atlantic  to  abolish  the 
general  property  tax,  so  much  attention  has  been  directed  to 
the  failure  of  that  tax  to  reach  the  great  mass  of  personal 
property  that  it  has  usually  been  overlooked  that  the  failure  of 
our  system  of  property  taxation  to  secure  the  assessment  of  real 
estate  at  its  true  value  results  in  almost  as  great  a  discrimina- 
tion between  taxpayers  in  our  rural  communities  as  does  the 
failure  to  list  or  properly  assess  the  taxable  personalty. 

Students  of  taxation  have  not,  of  course,  failed  to  note  the 
fact  that  real  estate  has  frequently  been  undervalued  for  pur- 
poses of  assessment.  Indeed,  such  undervaluations  have  been 
too  numerous  and  too  palpable  to  be  overlooked  or  forgotten. 
When  these  undervaluations  have  been  discussed,  however, 
they  have  generally  been  held  to  result  from  the  desire  of  local 
assessors  to  make  up  for  the  inevitable  escape  of  jjersonal  prop- 
erty from  taxation  by  consciously  undervaluing  the  real  estate, 
or  else  they  are  considered  to  be  due  to  the  efforts  of  the  assessor 
to  reUeve  his  constituents  from  their  fair  share  of  the  State  and 
county  taxes  by  purposely  keeping  the  valuation  of  property 
in  his  assessment  district  at  as  low  a  figure  as  possible. 

The  remedies  for  this  undervaluation  are  generally  believed 
to  be,  first,  the  omission  of  intangible  personal  property  alto- 
gether from  the  tax  rolls,  and  second,  the  complete  separation  of 
the  sources  of  State  and  local  revenues.  In  these  ways,  it  is 
argued,  the  incentive  to  undervalue  real  estate  on  the  part  of 
the  local  assessor  will  be  done  away  with.  That  this  under- 
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valuation  may  be  due  as  much  to  the  ignorance  and  carelessness 
of  the  assessor  as  to  the  motives  above  mentioned  does  not 
appear  to  have  been  considered. 

If  proof  is  needed  for  this  statement  regarding  the  attitude 
of  tax  reformers,  it  may  be  found  in  the  following  quotations 
from  three  of  the  most  eminent  writers  on  taxation  in  the 
United  States,  men  whose  writings  are  well  known  to  all 
members  of  this  Conference  and  presumably  held  in  high  esteem 
by  them,  and  whose  books  are  generally  used  as  texts  in  many 
colleges  and  universities  in  the  States.  Thus  Professor  Henry 
C.  Adams,  in  his  "Science  of  Finance"  (pp.  502-503),  in  arguing 
for  the  separation  of  State  and  local  revenues,  refers  to  the  taxa- 
tion of  property  in  rural  communities  as  follows :  "  In  consider- 
ing the  general  property  tax  it  was  learned  that  the  only  diffi- 
culty to  its  successful  administration  when  confined  to  rural 
property  arose  from  the  fact  that  local  property  was  assessed 
by  local  officers  for  State  purposes.  The  State,  however,  being 
provided  with  a  source  of  revenue  pecuhar  to  itself,  as  is  pro- 
posed by  the  plan  under  consideration,  and  the  minor  civil 
divisions  being  granted  exclusive  right  to  levy  taxes  upon  real 
property  lying  within  their  respective  jurisdictions,  there  is  no 
reason  why  the  machinery  of  the  general  property  tax  as  it  now 
stands  cannot  satisfy  all  the  legitimate  demands  of  rural  finan- 
ciering." Professor  E.  R.  A.  Seligman  has  recently  called  the 
separation  of  State  and  local  revenues  "  the  starting  point  from 
which  progress  of  all  kinds  must  set  out,"  and  he  has  implied,  if 
not  directly  stated,  that  if  this  separation  were  accomplished, 
the  problem  of  assessment  of  real  estate  for  local  taxation  would 
thereby  be  solved.  "Experience,"  he  says,  "has  disclosed  in 
some  cases  the  great  advantage  of  assessment  by  State  rather 
than  by  local  officers,  even  where  the  phenomenon  itself  is 
purely  local,"  but  "real  estate,"  he  goes  on  to  say,  "can  far 
better  be  valued  by  officers  of  the  neighborhood  who  are  cog- 
nizant of  the  local  conditions."  (Proceedings  of  the  First 
National  Tax  Conference,  pp.  489,  492.) 

The  Report  of  the  California  Tax  Commission  of  1906,  which 
is  ^ven  up  largely  to  the  presentation  of  the  arguments  for 
separating  State  and  local  revenues,  and  which  it  is  well  known 
was  largely  the  work  of  Professor  Carl  C.  Plehn,  says,  "  Separa- 
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tion  would  at  once  abolish  all  the  evils  which  'equalization'  is 
intended  to  prevent  but  which  it  unfortunately  fails  to  remedy  " 
(p.  79). 

I  do  not  quote  these  eminent  authorities  in  order  to  disparage 
their  opinions  as  to  the  results  to  be  obtained  from  this  separa- 
tion. On  the  contrary,  I  have  selected  their  statements  from 
a  long  list  of  similar  ones  which  might  be  given  to  show  how 
even  these  careful  students  of  the  subject  of  taxation,  whom  we 
all  delight  to  honor,  have  shared  in  the  general  assumption  that 
the  assessment  of  real  estate,  at  least  in  farming  communities, 
might  be  expected  to  be  done  with  reasonable  accuracy  and  with 
relative  fairness  by  the  local  tax  officers,  if  only  they  were  re- 
lieved of  the  temptation  to  undervalue  the  property  of  their 
constituents  in  order  to  gain  for  them  the  advantage  of  a  low 
rate  for  State  purposes. 

At  the  Columbus  meeting  of  the  National  Tax  Conference, 
held  one  year  ago,  many  of  the  audience  were  amazed  at  the 
position  taken  by  Professor  T.  S.  Adams  that  separation  of 
State  and  local  revenues  was  of  less  importance  as  a  method 
of  tax  reform  than  had  generally  been  supposed.  Professor 
Adams  did  not  denounce  this  idea  of  separation;  on  the  whole 
it  met  with  his  approval,  but  he  was  careful  to  point  out  that 
this  measure  in  itself  offered  no  solution  of  our  difficulties,  and 
that  those  persons  who  expected  that  a  complete  separation  of 
State  and  local  revenues  would  put  an  end  to  the  inequalities 
in  the  assessment  of  real  estate  by  local  assessors  were  bound 
to  be  grievously  disappointed. 

It  is  not  my  purpose  to  repeat  the  argument  by  which  Pro- 
fessor Adams  carefully  and  logically  explained  why  local  govern- 
ments could  not  be  left  free  to  devise  their  own  systems  of 
taxation  and  to  control  their  own  assessments,  nor  do  I  intend  to 
repeat  the  description  which  he  gave  of  the  movement  now 
taking  place  toward  centralization  of  tax  administration  under 
State  control.  I  purpose  rather  to  point  out  why  in  the  assess- 
ment of  real  estate,  as  of  other  property,  there  is  need  of  coopera- 
tion between  State  and  local  authorities  if  we  are  to  have  any- 
thing like  a  scientific  appraisal  of  real  estate,  especially  in  rural 
communities,  and  if  relative  justice  is  to  be  accorded  the  tax- 
payers in  such  communities.     I  desire  further  to  describe  very 
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briefly  the  efiforts  which  are  being  made  to  secure  this  coopera- 
tion, for  as  Professor  Adams  pointed  out  in  his  paper  of  last 
year,  "  the  work  of  the  local  assessors  is  far  and  away  the  most 
important  part  of  our  fiscal  system,"  and  their  work  of  assessing 
real  estate  as  well  as  personal  property  is  far  from  ideal  in  the 
majority  of  cases.  Nor  is  this  to  be  wondered  at  when  one 
considers  the  way  in  which  local  assessors  are  selected  and  the 
difficulty  of  the  problem  which  confronts  them. 

In  all  our  States  and  Provinces  the  local  assessors  are  elected 
by  the  people  of  the  tax  district  in  which  they  perform  their 
work,  and  there  is  no  likelihood  that  a  change  will  be  made 
in  the  near  future  in  this  mode  of  selecting  assessors.  John 
Fiske  has  called  our  attention  in  elementary  and  pleasing 
fashion  to  the  fact  that  government  means  to  the  average  citizen 
the  power  to  levy  taxes,  and  that  among  Anglo-Saxon  peoples, 
the  insistence  upon  local  self-government  is  mainly  due  to  the 
desire  of  the  average  man  to  control  the  power  of  assessing  these 
taxes.  As  long  as  this  remains  true,  it  not  likely  therefore  that 
we  shall  think  seriously  of  surrendering  this  choice  of,  and 
control  over,  our  tax  officers.  Generally  speaking,  however, 
this  means  that  in  most  communities  the  work  of  the  assess- 
ment is  now  done  and  will  continue  to  be  done  by  men  of  average 
abilities,  because  these  men  more  nearly  than  any  others  repre- 
sent the  moral  and  intellectual  qualities  and  ideals  of  the 
majority  of  their  constituents. 

This  a  priori  argument  respecting  the  abilities  of  the  average 
assessor  in  farming  communities  will,  I  believe,  be  confirmed 
by  the  experience  of  most  of  my  hearers  who  have  spent  any 
portion  of  their  lives  in  such  an  environment.  Such  experience 
as  I  have  gained  from  living  in  several  such  communities  in 
different  States  and  such  information  as  I  have  gathered  from 
others  who  have  had  similar  experiences  warrant  me  in  believ- 
ing that  assessors  are  not  usually  elected,  by  country  constituents 
at  least,  because  of  their  special  fitness  for  the  task  intrusted 
to  them.  They  represent  neither  the  worst  nor  the  best  abilities 
of  the  community  which  they  serve.  The  office  of  asscsst)r  is 
not  one  which  looks  attractive  to  the  men  in  a  rural  community 
best  informed  rh  to  the  value  of  real  estate.  Such  men  are 
umislly  the  largest  property  owners  and  they  do  not  desire 
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this  petty  office,  while  the  jealousy  and  suspicion  of  their 
neighbors  would  usually  prevent  their  taking  it  from  patriotic 
motives.  On  the  other  hand,  the  influence  of  these  "leading 
citizens"  is  usually  sufficient  to  prevent  the  election  of  those 
men  in  the  community  least  qualified  for  the  task  of  making 
assessments. 

Assuming  then  that  the  local  tax  assessor  is  a  man  of  only 
average  ability,  and  passing  over  the  difficulties  which  he  en- 
counters in  discovering  and  assessing  intangible  personal 
property,  let  us  consider  the  principal  task  which  confronts  him 
in  any  farming  region,  viz.  the  assessment  of  the  real  estate. 
Now,  as  Professor  Adams  has  again  pointed  out,  this  is  by  no 
means  the  simple  task  which  it  is  often  assumed  to  be.  The 
average  man  in  any  community,  city  or  country,  knows  very 
little  concerning  the  relative  value  of  various  pieces  of  real 
property.  The  cost  of  buildings  and  the  extent  of  apprecia- 
tion or  depreciation  which  they  have  undergone  because  of 
changes  in  the  cost  of  building  materials  and  labor,  or  because 
of  decay;  the  value  added  to  farms  by  orchards  and  standing 
timber;  the  differences  in  the  value  of  land  due  to  drainage  or 
to  a  long  use  of  commercial  fertilizers  are  factors  which  meet  with 
some  sort  of  recognition  on  the  part  of  the  local  assessor,  but  he 
is  not  in  the  habit  of  stating  these  differences  in  dollars  and 
cents,  and  he  usually  finds  difficulty  in  doing  so  when  con- 
fronted with  this  task.  His  method  of  assessment  is  therefore 
in  nearly  every  case  a  mechanical  one.  How  he  does  his  work 
in  most  instances  is  well  described  by  the  Wisconsin  Tax  Com- 
mission of  1898.  "  If  the  assessor  is  disposed  to  be  fair  as  be- 
tween different  taxpayers  of  his  district,  he  will  perhaps  start 
with  some  former  assessor's  value  of  a  particular  parcel  of  land, 
or  with  his  own  arbitrary  modification  of  such  former  value, 
assess  the  adjoining  property  by  comparison  with  the  first,  the 
next  by  comparison  with  the  second,  and  so  on  till  the  first 
standard  is  virtually  lost  sight  of.  When  the  average  assessor 
once  departs  from  the  standard  of  true  value,  he  speedily  comes 
to  have  no  standard  except  a  sort  of  comparison  between  like 
properties  so  circumstanced  as  to  be  easily  compared.  It  con- 
sequently happens,  unless  the  assessor  is  a  person  of  diligence 
and  unusual  judgment,  that    his    valuations  soon  show  wide 
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variations,  not  only  in  respect  to  dissimilar  properties  and 
dififerent  classes  of  property,  but  even  as  to  properties  which 
differ  only  in  ownership !  The  habit  of  undervaluation  is  one 
of  such  long  standing  that  in  most  assessment  districts  sets  or 
series  of  arbitrary  valuations  for  assessment  purposes  have 
become  established.  These,  originating  in  slight  departures 
from  true  values,  have  been  changed  from  time  to  time  accord- 
ing to  the  notions  of  successive  assessors,  previous  assessments 
being  taken  as  a  guide  or  standard  rather  than  actual  values, 
until  the  whole  becomes  but  a  mass  of  arbitrary  figures.  Assess- 
ment valuations  have  come  to  be  in  fact,  and  are  commonly 
considered  and  treated  as  something  apart  from  and  unrelated 
to  actual  values."  Recognition  of  the  unscientific  and  faulty 
assessments  made  by  local  assessors  have  within  the  last  decade 
caused  the  legislatures  of  several  American  commonwealths 
to  intrust  to  the  permanent  State  Tax  Commissions  created  in 
those  States  the  task  of  supervising  and  revising  the  work  of 
the  local  assessors  in  order  to  bring  the  assessed  value  of  prop- 
erty up  to  an  approximate  equality  with  its  cost  or  selling  value. 

Indiana  seems  to  have  led  the  way  in  this  movement,  and  her 
example  has  been  followed  with  more  or  less  strictness  by 
Michigan,  Wisconsin,  West  Virginia,  Washington,  Minnesota 
and  perhaps  one  or  two  other  States.  In  all  of  these  States 
there  has  been  created  the  office  of  Tax  Commissioner  or  a  Board 
of  Tax  Commissioners,  having  a  variety  of  duties,  none  of  which 
has  been  more  emphasize'd  than  that  of  correcting  the  poor 
work  of  the  local  tax  assessors.  In  some  of  these  States  there 
has  also  been  created  the  office  of  county  assessor,  standing 
midway  between  the  Tax  Commission  and  the  local  assessors 
and  intended  to  facilitate  the  work  of  both  grades  of  officials. 

One  purpose  doubtless  in  the  establishment  of  these  boards 
has  been  that  of  securing  an  assessment  at  full  value  of  the 
property  of  quasi-public  corporations,  especially  railroads.  It 
was  believed  that  the  argument  for  such  an  assessment  would  be 
stronger  and  the  effort  to  secure  it  would  meet  with  less  opposi- 
tion, if  the  officers  of  these  corporations  were  convinced  that 
an  intelligent  and  conscientious  effort  was  being  made  to  assess 
all  property  on  the  same  basis  as  was  being  attempted  in  the 
caae  of  the  companies  with  which  they  were  concerned. 
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In  seeking  to  describe  these  efforts  and  to  point  out  the  degree 
of  success  attained  by  these  boards  in  their  endeavor  to  secure 
an  accurate  valuation  of  real  estate,  I  shall  confine  my  remarks 
to  the  work  done  in  Michigan  and  Wisconsin,  where,  either  be- 
cause of  longer  experience  or  because  better  machinery  was 
provided  for  doing  the  work,  the  State  Tax  Commissions  seem 
to  have  made  greater  progress  in  the  direction  of  securing  an 
assessment  of  real  estate  approaching,  if  not  equal  to,  its  true 
value. 

The  scope  of  the  laws  creating  the  Tax  Commissions  and  the 
plans  followed  in  supervising  local  assessments  are  substantially 
the  same  in  both  these  States.  In  both  of  them  Commissions 
are  ordered  to  see  to  it  that  all  taxable  property  is  placed  upon 
the  assessment  rolls  at  its  actual  cash  value. 

To  accomplish  this  task  they  are  given  power  to  confer  with 
the  assessing  officers  and  to  take  measures  to  have  these  officers 
punished  or  removed  from  office  in  case  of  failure  to  comply  with 
the  laws,  but  the  authority  of  the  Commissions  does  not  extend 
to  the  point  of  compelling  assessing  officers  or  county  boards  of 
equalization  to  accept  the  judgments  of  the  Tax  Commission 
as  to  what  constitutes  proper  assessments.  However,  in  Wis- 
consin the  Tax  Commission  now  acts  as  the  State  Board  of 
Assessment  with  power  to  revise  the  local  assessments.  In  the 
main,  however,  the  duties  of  the  Tax  Commissions  are  of  an 
advisory  and  supervisory  nature  and  not  of  a  mandatory 
character  so  far  as  the  local  officials  are  concerned. 

The  Tax  Commissioners  are  given  full  power  of  investigation 
as  to  the  actual  and  assessed  valuation  of  property,  and  to  make 
this  investigation  a  thorough  one,  the  local  and  other  State 
officials  are  required  to  furnish  such  information  as  they  possess 
when  required  to  do  so  by  the  Commission.  It  must  also  be 
presented  in  the  form  prescribed  by  the  Commission. 

Although  some  difficulty  was  experienced  especially  in  Michi- 
gan, at  the  outset,  in  securing  information  from  local  officials, 
this  was  usually  due  to  a  misunderstanding  concerning  the  law ; 
and  the  principal  difficulties  which  have  arisen  in  both  States 
are  not  due  to  the  failure  of  local  officials  to  furnish  the  desired 
information. 

In  both  States  the  Tax  Commission  began  its  work  by  secur- 
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ing  either  directly  or  indirectly  from  the  register  of  deeds  in 
each  county  in  the  State  a  complete  record  of  all  sales  and  trans- 
fers of  real  estate  made  in  the  county  and  classified  according 
to  the  assessment  districts.  In  Michigan,  where  this  work  was 
undertaken  for  the  first  time,  the  records  were  made  for  only  a 
single  year.  In  Wisconsin,  where  the  records  had  been  furnished 
for  a  number  of  years  by  the  registers  to  the  Secretary  of  State, 
it  was  only  necessary  for  the  Tax  Commission  to  apply  to  that 
officer  for  these  records,  and  they  were  taken  for  a  five-year 
period  and  an  average  for  these  five  years  was  made  the  basis 
for  their  work  of  determining  actual  values.  The  records 
gathered  include  the  names  of  the  grantor  and  grantee,  the 
consideration  named  in  the  deed,  the  location  of  the  property 
and  a  brief  description  of  the  property  conveyed. 

In  both  States  it  had  been  the  expectation  that  these  records 
of  sale  could  be  used  directly  as  a  basis  for  determining  the 
extent  to  which  real  property  was  being  undervalued  for  pur- 
poses of  assessment.  By  requiring  the  county  treasurer  to 
place  in  the  same  blanks  on  which  the  description  and  seUing 
price  of  the  property  was  recorded  the  last  assessed  valuation 
of  the  property,  it  was  thought  that  a  direct  comparison  would 
be  afforded  between  the  actual  and  the  assessed  value  of  the 
property.  Assuming  then  that  the  assessor  had  carried  the  same 
scale  of  undervaluations  throughout  his  assessment  district, 
it  would  be  simply  an  elementary  problem  in  proportion  to  tell 
what  was  the  cash  value  of  all  real  property  in  that  district 
taken  in  the  aggregate  and  the  extent  to  which  it  had  been  under- 
valued or  overvalued  for  purposes  of  taxation.  The  Report  of 
the  Wisconsin  Tax  Commission  for  1903  puts  the  problem  and 
its  solution  in  these  words :  "  From  the  three  known  quantities, 
—  the  consideration  paid,  the  assessed  values  of  the  lands  sold 
and  the  total  assessed  valuation  of  the  district,  —  the  fourth  or 
unknown  quantity,  the  full  valuation  of  the  real  estate  of  the 
district,  was  easily  ascertained.  The  formula  would  stand 
thus:  As  the  assessed  valuation  of  the  lands  sold  is  to  the  con- 
sideration paid  for  them,  so  is  the  assessed  valuation  of  the 
real  estate  of  the  entire  di.strict  to  the  full  market  value  thereof." 

In  both  Michigan  and  Wisconsin,  it  was  soon  found  that  the 
•alee  made,  with  the  reported  prices  paid,  could  not  safely  be 
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taken  as  a  basis  for  determining  actual  values.  To  say  nothing 
of  those  numerous  transfers  made  where  the  reported  prices 
paid  were  only  nominal,  and  which  were  always  excluded  from 
consideration  by  the  Commission,  it  often  was  found  to  be  the 
case  that  the  reported  price  paid  was  no  indication  whatever  of 
the  true  value  of  the  property  conveyed.  The  sale  may  have 
included  the  transfer  of  other  property,  or  other  considerations 
may  have  entered  into  the  transfer  which  were  not  recorded  in 
the  deed.  "  A  very  Umited  business  experience  in  matters  per- 
taining to  the  transfer  of  property,"  says  one  of  the  Michigan 
Commissioners,  "teaches  one  that  the  consideration  stated  in  a 
deed  is  little  evidence  of  the  true  consideration  of  the  transfer  of 
the  property  described,  and  the  use  of  such  evidence  of  value 
by  comparing  it  with  the  assessment  of  property  conveyed  to 
reach  a  percentage  of  true  value  at  which  it  is  assessed  will  in 
many  cases  produce  a  result  so  unreUable  as  to  be  worse  than 
useless." 

The  experience  of  the  Tax  Commissions  in  both  of  these  States 
has  also  tended  to  show  that  the  reports  made  by  the  registers 
of  deeds  are  not  always  reliable.  In  some  cases  the  registers 
appear  to  have  padded  the  returns  for  the  purpose  of  increasing 
their  fees  (being  paid  by  the  foUo),  and  even  where  this  has 
not  been  done  the  register,  if  a  new  man,  is  often  unfamiliar 
with  the  work  and  makes  frequent  errors. 

In  both  States,  therefore,  it  became  necessary,  before  using  the 
returns  made  by  the  registers,  to  have  a  careful  examination 
made  by  paid  agents  of  the  Commission  as  to  the  accuracy  of 
the  reported  sales  and  the  considerations  stated,  in  order  to 
discover  whether  or  not  the  real  value  of  the  property  was  as 
stated  in  the  deed,  and  whether  or  not  these  sales  were  typical 
of  the  assessment  district  in  which  the  transferred  property 
was  situated. 

In  both  Michigan  and  Wisconsin  there  are  vast  tracts  of 
mineral  and  timber  lands,  and  in  valuing  such  properties  it  has 
frequently  been  found  necessary  to  secure  the  services  of  expert 
appraisers  of  such  properties  in  addition  to  the  regular  paid 
agents  of  the  Commission. 

Without  going  further  into  the  details  of  the  method  by 
which  the  records  of  reported  sales  and  prices  paid  have  been 
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investigated  and  corrected,  it  may  be  said  these  corrected  valua- 
tions of  property  actually  sold  have  been  used  as  a  basis  of 
determining  the  value  of  all  lands  within  each  assessment  dis- 
trict. The  Commissions  in  both  States  have  acted  on  the 
assumption  that  the  ratio  discovered  between  the  assessed  value 
and  the  corrected  selling  price  of  such  lands  as  were  sold  would 
hold  true  of  all  lands  in  the  district. 

The  unreliability  of  the  returns  made  by  the  registers  of 
deeds  and  the  necessity  of  first  investigating  the  accuracy  of 
those  returns  before  accepting  them  as  a  basis  of  the  State 
assessments  has  caused  both  the  Michigan  and  Wisconsin  Com- 
missions to  urge  that  they  be  given  authority  to  make  these 
investigations  as  to  the  value  of  real  estate  independent  of 
those  reported  sales  and  to  use  the  results  of  their  investigation, 
rather  than  the  registers,  as  a  basis  of  determining  the  true  value 
of  property  in  each  assessment  district.  This  power  has  now 
been  given  to  the  Tax  Commission  in  Wisconsin. 

Complete  records  of  sales  having  been  secured  by  the  Com- 
mission for  the  entire  State,  and  the  actual  values  having  been 
determined  by  the  method  above  described,  the  next  and  most 
difficult  task  has  been  to  secure  the  acceptance  of  these  results 
by  the  local  assessors  as  the  basis  of  their  next  assessment. 

The  first  step  in  this  direction  is  usually  to  submit  the  data 
which  have  been  collected  and  worked  out  by  counties  and  assess- 
ment districts  within  each  county  to  the  tax  assessors  of  that 
county.  In  Wisconsin  and  Indiana  this  task  is  facilitated  by 
the  existence  of  county  assessors  who  have  supervisory  powers 
over  the  local  assessors  in  that  county.  These  county  assessors 
usually  meet  once  a  year  at  the  State  capital  in  conference  with 
the  State  Tax  Commission.  The  situation  in  each  county  is 
gone  over  and  each  county  assessor  is  encouraged  and  instructed 
as  to  the  means  of  bringing  up  the  assessments  in  his  county 
to  the  true  selling  value  as  determined  by  the  showing  as  to 
sales  the  preceding  year  or  five-year  period.  He,  on  his  return, 
is  supposed  to  convey  the  same  information  and  stimulus  to  the 
local  assessors  in  his  county. 

In  both  Michigan  and  Wisconsin  written  and  printed  instruc- 
tions are  also  furnished  to  the  local  assessors  directly  by  the 
Tax  Commission.     Members  of  the  Commission  travel  as  fre- 
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quently  as  possible  to  the  various  counties,  meeting  with  the 
assessors  in  conference,  talking  over  the  matter  of  assessment, 
listening  to  objections  to  the  valuations  made  by  the  Commis- 
sion in  those  particular  districts  and  correcting  such  valuations 
where  there  appears  to  be  good  reasons  for  doing  so.  The  only 
aim  of  the  Commission  is  to  induce  the  local  assessor  to  assess 
the  property  in  his  district  at  its  true  value,  as  the  law  directs. 

Like  most  reforms,  this  effort  to  secure  better  assessments 
through  the  cooperation  of  the  State  and  local  authorities  has 
been  only  partially  successful.  If  we  were  to  judge  only  by 
outward  results,  there  would  appear  to  be  no  doubt  as  to  the 
success  of  the  plan,  at  least  so  far  as  real  estate  assessments  are 
concerned. 

In  Michigan,  between  1891  and  1899,  during  which  period  no 
Tax  Commission  existed,  the  total  assessed  valuation  of  real 
estate  showed  an  increase  of  only  $29,000,000,  about  three  and 
a  half  milUon  dollars  a  year,  and  all  of  this  increase  took  place 
in  28  of  the  83  counties  of  the  State.  The  other  55  counties 
showed  a  decrease  in  the  assessed  valuations. 

Between  1899  and  1905,  without  any  change  in  the  laws  of 
assessment,  but  because  of  the  efforts  of  the  State  Tax  Com- 
mission, the  assessed  valuation  of  real  estate  increased  by 
$400,000,000,  or  at  the  rate  of  $67,000,000  a  year,  and  this 
increase  occurred  in  every  county  of  the  State.  The  rate  of 
increase  in  the  various  counties  is  not  stated  for  1905,  but  during 
the  five  years  between  1899  and  1904  the  percentage  of  increase 
in  the  assessed  valuation  varied  from  6.62  per  cent  in  Cass 
County  to  217.65  per  cent  in  Delta  County,  and  an  average 
increase  of  43.15  per  cent  was  shown  throughout  the  State. 

In  Wisconsin  the  State  assessments  as  made  by  the  State  Tax 
Commission  have  increased  from  $505,000,000  in  1899,  when  the 
Board  began  its  work,  to  $1,671,000,000  in  1906.  In  large  part 
this  increase  has  come  about  through  an  earnest  effort  on  the 
part  of  the  local  assessors  to  respond  to  the  suggestions  of  the 
Tax  Commission,  but  this  has  not  been  entirely  true.  Thus, 
while  the  assessments  by  the  State  Board  showed  an  increase  of 
$445,000,000  between  1902  and  1906,  the  local  assessments 
increased  by  only  $124,000,000  during  the  same  length  of  time. 
In  fact,  the  force  of  the  Tax  Commission's  efforts  to  bring  up  the 
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local  assessments  seems  to  have  spent  itself  largely  during  the 
few  years  following  the  establishment  of  the  State  Board. 
There  has  been  no  decUne,  let  it  be  understood ;  on  the  contrary, 
the  assessments  have  shown  each  year  a  steady  though  moderate 
increase,  but  this  increase  is  probably  not  equal  to  the  actual 
increase  in  the  value  of  the  property.  The  fault  does  not 
appear  to  lie  in  a  lack  of  effort  on  the  part  of  the  State  Tax 
Commission.  The  members  of  this  Board  seem  to  have  been 
all  along  keenly  alive  to  the  situation  and  earnestly  desirous 
of  meeting  the  responsibility  placed  upon  them.  Its  own 
assessments,  made  in  its  capacity  as  a  State  Board  of  Assess- 
ments, have  shown  a  pretty  steady  and  not  far  from  uniform 
rate  of  increase  from  year  to  year  since  1902.  The  members 
of  this  Board,  however,  confess  regretfully  that  "  there  has  been 
no  substantial  improvement  in  local  assessments  in  the  State 
as  a  whole  since  1902." 

In  Michigan  it  likewise  appears  to  be  true  that,  in  spite  of  the 
undoubted  improvement  in  the  work  of  the  local  assessors,  due 
to  the  assistance  rendered  by  the  State  Tax  Commission,  some 
assessors  are  still  returning  real  estate  at  from  forty  to  fifty  per 
cent  of  its  true  value.  Great  as  has  been  the  progress  therefore 
in  securing  improved  work  on  the  part  of  the  local  assessors  in 
the  matter  of  real  estate  assessments,  a  progress  so  great  as  to 
leave  no  doubt  as  to  the  value  of  this  plan  of  cooperation  between 
State  and  local  authorities,  we  are  once  more  confronted  with  the 
fact  that  in  matters  of  tax'administration  we  are  still  far  short  of 
reaching  our  ideals,  and  are  left  face  to  face  with  the  question 
propounded  by  the  Wisconsin  Tax  Commission  in  its  annual 
report  for  1907  (p.  170) : 

"Can  the  general  property  tax  system,  which  so  vitally  de- 
pends upon  a  just  assessment,  be  other  than  a  humiliating 
failure,  so  long  as  the  work  of  assessment  is  in  the  hands  of 
officers  who  are  chosen  by  and  chiefly  responsible  to  the  people 
of  the  local  district  in  which  their  duties  are  to  be  performed?" 

The  Commission  does  not  attempt  to  answer  its  own  question, 
and  I  shall  also  avail  myself  of  the  same  discretion. 

Before  closing,  however,  I  wish  to  discuss  briefly  two  ques- 
tions which  are  naturally  suggested  by  what  has  already  been 
said.     The  first  ia  this:   Is  the  test  applied  by  the  Tax  Commis- 
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sions  in  Michigan  and  Wisconsin  to  determine  the  true  value  of 
the  real  estate,  viz.  a  comparison  with  the  recorded  sales  which 
have  been  made,  an  adequate  one  ?  It  may  be  said  in  answer 
to  this  that,  admitting  the  possibility  of  error,  it  is  difficult  to 
see  what  other  test  could  well  be  applied.  To  assess  the  land 
on  the  basis  of  its  capitalized  rental  value  is  clearly  taking,  as  the 
real  test,  income  and  not  property  values.  But  if  the  selling 
value  is  to  be  accepted  as  the  basis,  since  not  all  the  land  is 
sold,  the  only  thing  left  for  us  to  do  is  to  accept  the  selling  value 
of  those  pieces  which  have  changed  ownership  as  a  test  of  the 
value  of  all  property  similarly  situated.  For  reasons  already 
emphasized  we  must  be  sure  that  the  real  consideration  was 
stated  in  the  selling  price,  and  that  it  represented  the  honest 
opinions  of  the  two  parties  to  the  transaction  as  to  the  value 
of  the  property  transferred.  Otherwise  a  careful  examination 
by  competent  appraisers  will  be  necessary  to  determine  the 
actual  value.  Since  this  examination  must  be  conducted  in 
every  county  and  every  taxing  district  of  the  State,  it  is  evident 
that  this  plan  of  valuing  property  will  be  a  very  expensive  one, 
since  it  will  require  a  large  force  of  experts  to  carry  on  the  work 
of  determining  values  in  any  adequate  fashion.  Experience 
teaches,  however,  that,  if  this  work  is  to  be  undertaken,  it  will 
be  economy  in  the  long  run  to  provide  the  force  to  do  this  work 
in  a  thorough  fashion.  In  comparison  to  the  taxes  levied  on  the 
amount  added  to  the  assessment  rolls,  the  cost  of  making  the 
State  assessment  is  very  slight. 

The  second  question  which  arises  is  this :  Granted  that  greatly 
improved  valuations  result  from  the  work  of  the  Tax  Commis- 
sions, is  there  any  guarantee  that  the  local  assessor  will  not 
continue  to  discriminate  between  the  various  pieces  of  property 
within  his  district  ?  For  it  must  be  noted  that  the  plan  of  State 
assessment  affects  only  the  valuation  of  the  real  estate  in  the 
assessment  district  as  a  whole,  and  does  not  concern  itself  with 
the  relative  assessments  of  individuals  within  the  district.  It 
may  as  well  be  conceded  at  once  that  the  possibility  of  such 
discrimination  still  exists.  Since  the  success  of  the  plan,  how- 
ever, depends  upon  the  ability  of  the  Commission  to  induce  the 
assessor  to  assess  at  the  selling  value  of  the  property,  instead  of 
his  own  or  some  former  assessor's  arbitrary  notions  as  to  the 
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value,  it  may  be  said  that  the  nearer  this  ideal  is  reached  the 
less  likely  is  the  assessor  to  discriminate  between  his  constitu- 
ents. Furthermore,  the  individual  who  has  had  his  property 
assessed  at  more  than  its  selling  value  has  a  much  greater  prob- 
ability of  obtaining  relief  from  either  the  board  of  equalization 
or  the  courts,  if  he  is  able  to  show  that  his  property  has  been 
rated  too  high.  Neither  the  courts  nor  the  boards  of  equaliza- 
tion are  likely  to  pay  much  attention  to  the  complaints  of  that 
individual,  who,  while  complaining  that  his  property  is  unfairly 
assessed  as  compared  to  his  neighbor's,  yet  is  obliged  to  confess 
that  his  own  assessment  is  still  below  the  actual  selUng  value  of 
the  property. 


THE  TAXATION  OF  INTANGIBLE  PROPERTY 
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In  an  ideal  revenue  system  for  an  ideal  commonwealth  few 
of  us  would  favor  the  taxation  of  intangible  property.  We 
might  confine  direct  taxation  to  real  estate  —  some  would 
desire  a  single  tax  on  land  values ;  or  might  extend  it  to  certain 
kinds  of  tangible  personal  property.  Taxes  on  income,  on 
inheritances,  on  some  kinds  of  transfers,  would  find  earnest 
advocates;  and  business  or  habitation  taxes  would,  doubtless, 
have  their  partisans.  But  of  serious  students  there  would 
be  few,  if  indeed  any,  who  would  advocate  the  taxation  of 
money,  credits  and  securities,  —  the  three  forms  of  intangible 
property. 

But  this  Conference  is  not  greatly  concerned  with  financial 
Utopias,  even  though  in  the  pursuit  of  realties  it  should  never 
lose  sight  of  the  ideal.  We  are  not  dealing  with  ideal  common- 
wealths, or  even  with  ideal  reconstructions  of  the  revenue 
systems  of  the  actual  commonwealths  from  which  we  come. 
Systems  of  taxation  are  the  product  of  gradual  growth,  and  are 
neither  made  nor  remade  in  a  day.  Out  of  a  social  cataclysm 
like  the  French  Revolution  an  entirely  new  system  may  emerge, 
but  only  in  time  of  revolution  can  this  be  brought  to  pass. 
Changes  in  tax  legislation  of  necessity  take  the  form  of  gradual 
reconstruction  of  existing  laws,  here  a  little  and  there  a  Uttle, 
here  a  concession  to  progress  and  there  an  obstinate  adherence 
to  tradition;  so  that  the  result  is  always  patchwork  which 
never  satisfies  the  ardent  reformer,  and  often  arouses  the  ire 
of  the  impossibilist  who  will  have  an  entirely  new  garment 
or  none. 

If,  then,  the  deliberations  of  this  Conference  are  to  be  of 
practical  value,  we  must  direct  our  attention  chiefly  to  practi- 
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cable  changes  in  existing  systems  of  taxation,  rather  than  to 
ideal  systems  for  either  ideal  or  actual  States.  We  must  re- 
member that  our  present  laws  cannot  be  reformed  at  a  stroke; 
and  must  expect  that  more  or  less  compromise  with  existing 
methods,  accepted  beUefs,  and  even  popular  prejudices  will  be 
inevitable.  I  need  not  apologize,  therefore,  if  I  confine  myself 
to  the  practical  issues  involved  in  the  taxation  of  intangible 
property,  and  avoid  some  of  the  difficult  theoretical  questions 
which  often  figure  in  discussions  of  the  subject.  With  great 
regret  I  hasten  to  add  that  I  must  deal  solely  with  the  condi- 
tions that  exist  in  the  United  States,  since  I  have  little  knowl- 
edge of  Canadian  taxation. 

My  starting  point  will  be  the  hard  but  indubitable  fact  that 
forty  years  of  able  and  insistent  criticism  of  the  workings  of 
the  general  property  tax  in  the  American  States  have  not 
seriously  shaken  the  belief  of  the  average  citizen  that  all,  or 
substantially  all,  property  should  be  taxed.*  Some  States, 
indeed,  have  exempted  their  own  bonds  and  the  bonds  of 
counties  and  municipalities  under  their  jurisdiction;  but  this 
has  been  done  upon  the  theory  that  the  exemption  extends  only 
to  agencies  of  government,  and  is  not  inconsistent  with  the 
principle  that  all  purely  private  property  should  be  taxed. 
Other  exemptions  have  been  granted  for  reasons  of  administra- 
tive convenience,  to  stimulate  certain  industries,  to  lighten  the 
burdens  faUingupon  the  poor,  or  to  promote  religious,  benevolent 
and  educational  institutions;  but  these  have  been  justified  on 
special  grounds  not  inconsistent  with  the  principle  above  stated. 
Corporation  taxes  have  been  developed;  yet  these  are  usually 
nothing  more  than  an  effective  method  of  reaching  a  special 
kind  of  property,  and  involve  no  real  departure  from  accepted 
principles.  Other  exemptions  have  been  granted  in  order  to 
avoid  double  taxation,  but  without  giving  up  the  position 
that  property  should  be  taxed  once.  Here  and  there,  in  the 
exemption  of  book  credits  or  money,  one  finds  changes  really 
inconsistent  with  the  theory  of  the  general  property  tax;  but 
upon  the  whole  there  has  been  little  disposition  to  abandon  the 

*  Serioua  diacontent  with  the  gcnoral  property  tax  ami  nerioua  orltlolsm  of  it 
began  shortiy  after  the  Civil  War.  The  Rc|)nrtN  of  tho  New  York  Conunission, 
la  1871  and  1872,  may  b«  coiudderod  tho  aturting  puiut. 
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traditional  principles  underlying  the  laws  relating  to  taxation. 
Thus  it  came  about  that  in  1902,  the  last  year  for  which  statis- 
tics are  available,  not  less  than  82  per  cent  *  of  the  taxes  collected 
by  the  State  and  local  governments  were  raised  by  ad  valorem 
assessments  upon  property. 

But  though  underlying  theories  have  not  been  shaken,  it 
may  be  said  that  the  practical  operation  of  our  tax  laws  has 
materially  changed.  It  is  notorious  that  personal  property 
largely  evades  taxation,  and  there  is  statistical  evidence  that 
this  evasion  is  progressive,  particularly  in  the  case  of  intangible 
wealth.  It  follows,  therefore,  that  although  the  ad  valorem 
assessments  nominally  include  all  property,  or  substantially 
all,  they  actually  reach  a  smaller  and  smaller  proportion  of 
personalty,  and  fall  in  ever  increasing  degree  upon  real  estate,' 
From  this  it  is  argued  that  the  general  property  tax  is  already 
moribund,  that  it  is  becoming  virtually  a  tax  on  real  estate, 
and  that  we  are  approaching  the  practical  if  not  legal  exemp- 
tion of  personal  property  —  or  at  least  of  intangible  personalty. 
Ere  long,  it  is  believed,  theories  must  be  altered  to  conform  to 
facts,  and  practical  exemption  of  intangible  property  must  and 
will  become  legal  exemption. 

I  will  not  venture  to  say  that  this  may  not  come  to  pass  in 
certain  States  where  the  taxation  of  intangible  property  is 
pecuHarly  farcical  and  political  power  has  practically  passed 
from  the  agricultural  to  the  urban  population.  But  elsewhere 
I  apprehend  that  the  influence  of  the  farmers  and  the  owners  of 
city  realty,  aided  by  the  ignorant  prejudice  so  easily  aroused 
against  measures  supposed  to  be  in  the  interest  of  "  the  wealthy 
tax  dodger,"  will  long  make  the  total  exemption  of  intangible 
property  a  political  impossibiUty.  Those  who  think  otherwise 
can  have  little  knowledge  of  the  depth  and  tenacity  of  the  senti- 
ment—  call  it  ignorance,  prejudice  or  what  you  will  —  in 
favor  of  the  taxation  of  all  property,  personal  as  well  as  real. 

New  York  is  a  State  in  which  the  taxation  of  personal  property 

» The  Census  states  the  general  revenues  at  $934,600,000,  of  which 
$860,600,000  came  from  taxes.  Of  the  tax  revenue  $706,600,000  came  from 
the  general  property  tax. 

*  See  Seligman's  "  Essays  in  Taxation, "  pp.  27-30 ;     Report  of  the  California 
Commission  on  Revenue,  1906;    Report  of  the  Ohio  Tax  Commissions  of  1893 
and  1908 ;   and  the  Report  of  the  Massachusetts  Commission  of  1908. 
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is  extraordinarily  farcical/  and  over  two  thirds  of  the  population 
may  be  classified  as  urban.  There,  too,  a  determined  onslaught 
on  the  taxation  of  personal  property  was  begun  by  the  cele- 
brated Commission  of  1871,  and  has  been  continued  with  greater 
ability,  persistence  and  resources  than  in  any  other  State. 
Yet  in  spite  of  all  favoring  conditions,  no  later  Tax  Commission 
has  taken  the  advanced  position  of  the  Commission  of  1871; 
and  in  the  Commission  of  1907  a  majority  of  the  members  ad- 
vocated the  taxation  of  personal  property  and  recommended 
legislation  designed  to  make  the  tax  more  effectual.  New 
Jersey  is  another  State  in  which  the  assessment  of  personal 
property  is  particularly  lax,  and  urban  population  far  exceeds 
rural.'  Moreover,  its  avowed  poUcy  for  the  last  thirty  years  has 
been  to  attract  capital  and  capitalists,  —  "predatory  or  other," 
—  so  that  we  might  expect  its  laws  to  deal  considerately  with 
"the  wealthy  tax  dodger."  Yet  the  Tax  Commission  of  1896 
declared  that  the  general  property  tax  "  is  so  deep-rooted  in  the 
system  of  taxation  in  New  Jersey  .  .  .  that  the  public  sentiment 
of  the  State  would  not  sanction  a  change  at  this  time,"  and 
expressed  the  belief  that  the  admitted  evils  "  can  be  cured  in  a 
great  measure  by  a  vigorous  enforcement  of  the  tax  laws." 
There  may  be  States  in  which  conditions  are  more  favorable 
for  the  ultimate  exemption  of  intangible  property  than  they  are 
in  New  York  and  New  Jersey;  but  in  the  overwhelming  majority 
of  our  commonwealths  the  conditions  are,  and  must  remain, 
far  less  favorable. 

This  is  not  to  say  that  well-directed  effort  cannot  increase  the 
number  and  range  of  special  exemptions.  The  double  taxation 
of  mortgages  on  taxable  property  within  the  same  jurisdiction 
has  been  successfully  assailed  in  a  number  of  States,  and  doubt- 
less can  be  assailed  with  success  in  many  others.  State  and  muni- 
cipal bonds  are  now  exempt  in  a  number  of  commonwealths,  and 
will  proliably  be  exempted  in  others.  The  exemption  of  money 
and  accounts  not  bearing  interest  may  meet  with  increasing  favor 
in  various  places;  and  in  all  of  these  directions  this  Association 

'  In  1002  penonal  property  was  but  11  per  cent  of  the  total  asaeascd  for 
tnxntion. 

*  In  1002  peraonal  property  constltutoil  but  10  por  cont  of  the  total  assessed 
for  taxation.     In  1900  over  01  per  cunt  of  the  population  was  urban. 
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can  and  should  exert  a  strong  influence  for  good.  But  other 
kinds  of  intangible  wealth  will  long  remain  taxable;  and  in 
formulating  a  practicable  program  we  must  proceed  upon  the 
assumption  that,  for  any  time  we  have  the  right  to  contemplate, 
the  total  exemption  of  intangible  property  will  be  in  most  States 
a  purely  chimerical  project. 

If,  then,  intangible  wealth  is  to  be  taxed,  can  the  present 
methods  of  dealing  with  it  be  reformed,  or  must  we  despairingly 
pronounce  this  part  of  our  revenue  system  incapable  of  redemp- 
tion? Undoubtedly  the  prevaihng  scientific  opinion  is,  and 
for  a  generation  has  been,  that  it  it  impossible  to  tax  personal 
property  —  particularly  that  of  an  intangible  character  —  with 
even  tolerable  certainty  and  justice.  Undoubtedly,  too,  under 
the  methods  in  vogue  in  nearly  all  of  the  States,  it  is  impossible 
to  do  so.  But  may  there  not  be  other  methods  —  have  not, 
indeed,  two  of  our  States  adopted  other  methods  —  which 
give  promise  of  better  results  than  scientific  opinion  has  con- 
sidered possible  ?  This  question  I  now  find  myself  constrained 
to  answer  in  the  affirmative;  and  I  am  compelled,  therefore,  to 
believe  that  the  time  has  come  to  reconsider  the  entire  subject. 

If  you  will  examine  what  has  been  written  concerning  the 
shortcomings  of  the  tax  on  personal  property  in  the  United 
States,  you  will  observe  that  the  writers  are  dealing  with  a  tax 
that  is  levied  at  a  uniform  rate  upon  all  property,  a  rate  which, 
in  order  to  meet  the  increasing  cost  of  local  government,  has 
risen  to  an  average  of  about  $20  per  $1000  of  the  assessed  capital 
value  of  the  property.  In  some  localities  the  rate  falls  to  $10 
per  $1000,  or  even  less;  but  in  many  it  rises  to  $30  per  $1000, 
and  in  not  a  few  cases  reaches  such  figures  as  $40  or  $50.  Now 
the  average  rate  of  $20  per  $1000  of  the  capital  value  is  equiva- 
lent to  40  per  cent  of  the  income  from  property  that  yields 
the  investor  5  per  cent  interest,  and  safe  investments  do  not 
show  a  higher  average  yield.  When  the  tax  rate  rises  to  $30 
or  $40,  it  approaches  the  point  of  practical  confiscation.  No 
government  that  ever  existed  could  collect  such  an  exorbitant 
tax  on  any  property  that  can  possibly  evade  assessment  either 
in  whole  or  in  part;  and  it  is  not  surprising  that  our  American 
States  have  been  unable  to  do  so.  No  sane  man  among  us 
dreams  of  paying  such  a  tax  on  his  money,  credits  or  securities; 
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and  in  most  cases  no  law  can  long  compel  him  to  do  so.  The 
failure  of  our  States  to  secure  a  full  assessment  of  intangible 
wealth  proves  merely  that  it  is  impossible  to  collect  from  this 
class  of  property  a  tax  so  unreasonable  and  exorbitant  as  to  be 
virtually  uncollectible. 

No  doubt  there  have  been  other  contributing  causes.  Un- 
skilled and  underpaid  boards  of  local  assessors,  subject  to  local 
pressure  and  working  without  central  direction  or  control,  are 
not  likely  to  prove  efficient  in  the  assessment  of  property  that 
is  largely  unseen  and  intangible;  in  point  of  fact  they  usually 
fail  to  secure  a  full  and  just  valuation  of  real  estate.  Then, 
too,  local  tax  rates  vary  widely,  so  that  a  rigorous  assessment 
of  personalty  in  a  locality  that  has  a  high  rate  merely  tends  to 
drive  wealthy  citizens  into  some  other  county  or  town  where 
the  rate  is  lower.  In  Massachusetts  such  changes  of  domicile 
have  produced  a  startling  concentration  of  intangible  property 
in  a  handful  of  wealthy  towns.  If  this  class  of  property  is  to 
be  taxed  with  even  tolerable  success,  the  work  of  the  local  as- 
sessors must  be  brought  under  the  strict  control  of  the  State 
governments,  and  the  rate  imposed  should  be  uniform  through- 
out a  commonwealth.  Indeed  it  is  highly  desirable  that  the 
various  States  should  adopt  something  like  a  common  rate  in 
order  to  avoid  interstate  migration  of  wealthy  taxpayers. 
But  even  a  uniform  rate  of  taxation  coupled  with  the  greatest 
conceivable  improvement  of  administrative  machinery  would 
not  enable  a  State  to  collect  from  any  class  of  property  that  can 
be  concealed,  undervalued  or  removed  to  another  jurisdiction 
a  tax  that  absorbs  30,  40  or  50  per  cent  of  the  income. 
Any  man  who  should  lay  before  Congress  or  State  legislature  a 
proposal  to  levy  a  general  income  tax  at  the  rate  of  40  per 
cent  of  all  incomes  would  be  deemed  a  fit  subject  for  legal  in- 
quiry to  determine  his  sanity;  yet  this  is  what  the  taxes  on 
intangible  property  in  the  United  States  come  to  when  trans- 
lated from  percentages  of  the  capital  value  of  property  into 
percentages  of  the  income.  All  experience  shows  that,  even 
with  the  strictest  and  most  skillful  administration  of  the  tax 
laws,  the  extreme  limit  of  effective  direct  taxation  upon  personal 
estates  or  incomes  is  reached  when  the  rate  rises  to  8  or  10 
per  cent;  indeed,  in  time  of  peace,  the  limit  is  nearer  6  than 
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10  per  cent.  This  is  a  mere  commonplace  with  students  of 
finance,  but  it  has  usually  been  overlooked  in  discussion  of  the 
taxation  of  intangible  property  in  the  United  States;  and  the 
dismal  failure  of  our  efforts  to  collect  a  confiscatory  tax  has 
been  accepted  as  proof  of  the  impossibiUty  of  collecting  any 
tax  whatever. 

I  venture,  then,  to  assert  that  there  is  nothing  in  our  experi- 
ence to  show  that,  with  proper  administrative  machinery,  a 
uniform  tax  cannot  be  collected  from  intangible  property. 
Upon  the  other  hand  there  is  not  a  little  evidence  to  show  that 
such  a  tax  can  be  enforced  with  reasonable  success.  Papers 
presented  at  the  last  meeting  of  this  Association  called  attention 
to  the  remarkable  results  secured  in  Maryland  under  the  opera- 
tion of  the  law  of  1896  which  virtually  established  a  uniform 
tax,  at  the  rate  of  approximately  four  and  one-half  mills  in  the 
dollar,  upon  certain  classes  of  intangible  wealth.  We  now 
know  that  in  the  city  of  Baltimore  an  inadequate  force  of 
assessors,  acting  under  skillful  direction  but  under  an  antiquated 
tax  law,  has  within  a  dozen  years  increased  the  assessment  of 
certain  classes  of  securities  from  $6,000,000  to  $150,000,000. 
In  Pennsylvania,  too,  we  should  not  forget,  a  uniform  tax  on 
personal  property,  chiefly  that  of  an  intangible  character,  has 
been  in  operation  for  nearly  thirty  years;  and  it  appears  that 
without  very  vigorous  methods  of  assessment  and  with  a 
minimum  of  supervision  by  the  State,  the  amount  of  property 
locally  assessed  has  increased  somewhat  faster  than  the  assess- 
ment of  real  estate.*  I  indulge  in  no  illusions  concerning  the 
results  achieved  in  either  Maryland  or  Pennsylvania.  In  both 
States  there  is  more  or  less  evasion;  in  both  there  is  room  for 
improvement  alike  in  the  laws  and  in  the  execution  of  them; 
particularly  necessary,  I  believe,  is  the  extension  of  State  control 
over  the  work  of  local  boards  of  assessors.  But  the  success 
achieved  with  imperfect  laws  and  methods  of  administration 
has  been  little  short  of  surprising,^  and  should  lead  the  candid 

*  See  article  by  McCrea  in  the  Quarterly  Journal  of  Economics,  November, 
1906;    also  Report  of  Massachusetts  Commission  on  Taxation,  1908,  pp.  52-57. 

*  Pennsylvania  now  taxes  $1,014,000,000  of  personal  property,  chiefly  in- 
tangible, which  is  assessed  by  the  county  authorities;  and  about  $600,000,000 
of  corporation,  county  and  municipal  bonds.  This  is  a  total  of  $1,600,000,000, 
and  is  nearly  half  of  the  assessed  value  of  taxable  realty  in  the  State.     Ohio, 
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student  to  revise  his  ideas  of  the  impossibility  of  taxing  intan- 
gible wealth. 

I  have  said  that  the  results  achieved  in  Maryland  and  Penn- 
sylvania are  surprising,  yet  they  will  not  be  so  when  we  consider 
that  the  difficulties  inherent  in  the  assessment  of  intangible 
property  are  neither  different  in  nature  nor  greater  in  degree 
than  those  which  attend  the  assessment  of  many  kinds  of  income. 
The  experience  of  other  countries  demonstrates  that,  with 
proper  administrative  methods,  a  moderate  tax  of  from  2  to 
6  per  cent  can  be  collected  from  incomes,  including  those 
derived  from  personal  exertions  and  personal  property.  Ameri- 
can students  who  declare  it  impossible  to  tax  intangible  property 
at  all  have  written  in  praise  of  the  income  taxes  of  various 
European  countries,  yet  the  two  forms  of  taxation  do  not,  after 
all,  present  radically  different  problems.  No  personal  tax  can 
ever  be  wholly  free  from  evasion,  but  personal  property  and 
personal  incomes  can  be  taxed  with  reasonable  success  if  the 
statutes  are  skillfully  drawn  and  the  best  administrative  methods 
and  machinery  are  employed.  An  ideal  system  might  eliminate 
all  personal  taxation,  and  place  our  direct  taxes  on  things  that 
are  tangible  and  incapable  of  removal;  but  this  generation 
will  not  see  an  ideal  system  of  taxation,  and  our  children's 
children  shall  hardly  see  one.  If,  then,  personal  taxation  must 
continue,  we  cannot  absolutely  condemn  and  shall  not  easily 
avoid  the  taxation  of  personal  property. 

But  what  shall  be  said  concerning  the  argument  that  the 
taxation  of  intangible  wealth  necessarily  involves  unjust  double 

with  a  much  more  drastic  law,  taxes  only  $150,000,000  of  property  of  this 
same  class.  This  is  less  than  one  tenth  of  the  assessed  value  of  taxable  realty  in 
that  State.  The  city  of  Baltimore,  under  the  lip;ht  tax  on  securities,  taxes 
$150,000,000  of  corporation  bonds  and  shares  of  fon>ign  corpK>ration8;  the  State 
of  Ohio  taxes  $10,800,000  of  stocks,  bonds  and  similar  investments.  DifTerencos 
in  the  tax  laws  of  the  three  States  make  these  fif^ures  not  absolutely  comparable, 
but  they  are  approximately  so.  It  should  be  remarked,  furthermore,  that  Ohio 
i«l«M,  rattier  than  more,  unsuccessful  than  the  average  State  in  taxing  intangible 
wealth  under  the  old  methods.  Statistics  for  certain  States  gathennl  by  the 
Cenmia  in  1902  indicate  that  in  fourteen  States  intangible  wealth  locally  asseHsed 
amounted  to  from  1  to  5  |>er  cent  of  the  total  pro|M>rty  asst?ssi>d.  lit  ten 
BtatM  the  proi>ortion  ranged  from  0  to  0  per  cent ;  in  thret;  it  ranged  from 
11  to  15  per  cent.  It  nowhere  rose  above  5  per  cent  except  where  mortgages 
were  taxable  a«  personal  property.  In  Ohio,  intangible  pro|)orty  was  about  7 
p«r  OMit  of  the  total  property 
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taxation,  and  is  therefore  objectionable  on  both  scientific  and 
practical  grounds?  In  the  first  place  I  will  remind  you  that 
we  are  now  considering  a  tax  levied,  not  at  the  full  local  rate, 
but  at  some  such  figure  as  three  or  four  mills  upon  the  dollar 
—  less  than  one  fifth  or  one  sixth  of  the  average  local  tax  rates. 
Practically,  then,  the  result  would  be  to  reduce  by  four  fifths 
or  five  sixths  the  amount  of  double  taxation  now  prescribed  by 
the  statutes  of  most  of  the  States;  and  in  Massachusetts,  during 
the  past  winter,  the  proposal  was  generally  approved  by  gentle- 
men who  for  nearly  a  generation  have  been  warring  against 
double  taxation  in  every  form. 

The  scientific  aspects  of  the  question  I  cannot  consider  at 
length.  Leading  authorities  seem  to  agree  that  tangible  prop- 
erty and  business  should  be  taxed  chiefly  at  the  place  where 
they  are  located,  but  maintain  also  that  every  person  owes  some- 
thing to  the  place  in  which  he  resides.  Strict  theory  may  require 
that  property  or  business  should  pay  but  one  tax ;  and  that,  in 
case  the  owner  does  not  reside  where  the  property  or  business 
is  situated,  the  proceeds  of  the  tax  should  be  divided  between 
the  two  taxing  authorities  in  some  equitable  proportion.  But 
it  is  hardly  necessary  to  say  that  international,  or  even  interstate, 
agreements  of  this  character  are  out  of  the  question;  so  that 
we  are  obliged  to  fall  back  upon  compromise  measures  more 
or  less  inconsistent  with  the  demands  of  strict  theory.  One 
solution  would  be  that  tangible  property  and  business  should 
be  taxed  where  located,  and  that  no  attempt  should  be  made  to 
tax  evidences  of  ownership.  But  it  is  hardly  a  greater  departure 
from  the  requirements  of  strict  theory  to  tax  intangible  wealth 
at  a  light  rate,  perhaps  one  fifth  or  one  sixth  of  that  imposed 
upon  other  property.  And  if  this  plan  is  practicable,  while 
others  are  incapable  of  realization,  we  may  adopt  it  with  the 
full  assurance  that  we  are  doing  as  little  injustice  as  possible 
in  the  somewhat  hard,  generally  illogical,  but  not  altogether 
evil,  world  in  which  we  live. 

I  must  add  that  such  a  tax  as  I  defend  is  no  more  open  to 
objection  upon  the  ground  of  double  taxation  than  the  present 
income  taxes  of  the  various  countries  of  Europe.  In  Great 
Britain,  in  the  German  States,  and,  so  far  as  I  am  aware,  else- 
where, resident  citizens  are  subject  to  taxation  upon  their  entire 
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incomes  whether  of  domestic  or  of  foreign  origin;  and  even 
resident  ahens  are  sometimes  taxed  upon  incomes  drawn  from 
the  country  to  which  they  owe  political  allegiance.  This 
practice  has  never  met  with  condemnation  by  students  of 
finance;  on  the  contrary  it  is  expressly  approved  by  leading 
authorities.  There  seems  to  be  no  reason  then  why  an  American 
State  should  be  criticised  for  imposing  on  intangible  property 
a  light  tax  of  approximately  the  same  amount  that  European 
countries  levy  upon  all  incomes. 

In  this  discussion  I  have  assumed  that  our  Association  adheres 
to  its  conviction,  expressed  in  the  platform  adopted  a  year  ago, 
that  the  attempt  "to  tax  all  the  widely  differing  classes  of 
property  in  the  same  way"  has  everywhere  failed,  and  that 
State  constitutions  that  impose  restraints  "  upon  the  reasonable 
classification  of  property  should  be  amended  by  the  repeal  of 
such  restrictive  provisions."  I  am  aware  that  there  are  many 
who  denounce  as  an  unfair  discrimination  the  proposal  to  tax 
intangible  wealth  at  a  lower  rate  than  is  imposed  upon  other 
property ;  in  fact  no  small  part  of  my  time  during  the  past  year 
has  been  given  to  arguing  out  this  very  question  in  my  own 
State.  But  in  view  of  the  declaration  of  our  platform  I  have 
chosen  to  ignore  objections  of  this  character,  and  will  not  ven- 
ture to  weary  —  I  had  almost  said  insult  —  you  by  further 
consideration  of  them.  In  a  campaign  for  popular  enlighten- 
ment it  is  not  difficult  to  show  that  existing  methods  of  taxing 
intangible  wealth  are  ineffective,  that  a  lower  rate  would  pro- 
duce a  greater  revenue,  and  that  owners  of  other  classes  of 
property  would  be  benefited  rather  than  injured  by  the  change 
here  proposed. 

Permit  me  to  recapitulate.  If  we  would  aim  at  practical 
results  rather  than  the  construction  of  ideal  systems,  we  must 
reckon  with  the  hard  fact  that  most,  if  not  all,  of  the  American 
States  will  probably  continue  to  tax  personal  property  for  a 
long  time  to  come.  Intangible  property,  as  a  class,  is  not  likely 
to  be  wholly  exempted;  but  it  can  be  taxed  with  reasonable 
success  if  the  rate  is  reduced  to  a  moderate  figure  and  made 
uniform  throughout  a  commonwealth.  Criticism  of  present 
methods  ha.s  usually  ignored  the  fact  that  the  rates  imposed  are 
absurdly  high  for  any  sort  of  a  personal  tax;  and  that,  with  a 
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reasonable  rate,  the  difficulties  encountered  are  not  greater  than 
those  arising  in  other  forms  of  personal  taxation,  such  as  the 
taxation  of  incomes.  Beyond  question  a  great  improvement 
of  our  administrative  machinery  will  be  needed,  but  this  is 
desirable  upon  other  grounds  and  must  be  secured  before  we 
can  have  an  equal  and  just  assessment  of  tangible  property  — 
even  real  estate.  Finally,  the  experience  of  Pennsylvania  and 
Maryland,  under  imperfect  laws  and  with  imperfect  methods  of 
administration,  should  lead  to  a  revision  of  the  opinion  that  it  is 
impossible  to  collect  any  sort  of  a  tax  on  intangible  wealth.  Is 
it  not  possible  that  these  commonwealths  have  found  a  prac- 
ticable, if  not  an  ideal,  method  of  removing  the  worst  evils  in 
American  State  and  local  taxation? 


THE  FARMERS  AND  THE  GENERAL  PROPERTY 

TAX 

By  F.  A.  Derthick 
Master  State  Grange,  Mantua,  Ohio 

For  two  generations  the  farmers  of  the  United  States  have 
in  large  majority  cherished  the  beUef  that  a  uniform  rate  upon 
all  property  at  its  true  value  in  money  was  the  highest  concep- 
tion of  fairness  and  justice  between  man  and  man.  It  sounds 
fair,  but  experience  and  all  history  prove  that  its  fairness  begins 
and  ends  in  sound.  For  it  to  be  entirely  fair,  one  must  go  back 
to  a  period  when  all  property  was  visible  and  equally  productive. 
So  soon  as  property  became  diversified,  yielding  different  in- 
comes, giving  rise  to  intangible  property,  the  general  property 
tax  became  unsound  from  an  economic  standpoint  and  unjust 
as  between  individuals.  When  this  system  of  taxation  was 
embedded  in  the  constitution  of  Ohio  and  the  older  States,  it 
had  less  to  condemn  it,  as  the  proportion  of  visible  property 
was  much  greater.  It  was  not  a  correct  principle,  however, 
then,  and  it  is  entirely  false  now. 

It  is  false  economically,  for  it  attempts  to  tax  representative 
property  at  the  same  rate  as  the  things  for  which  it  stands. 
Through  all  the  years  since  its  adoption  public  opinion  has  in 
reality  protested  against  this  proposed  double  taxation  and  in 
consequence  owners  of  intangible  property  have  in  an  ever 
increasing  measure  withheld  it  from  taxation. 

This  results  in  gross  injustice  to  owners  of  visible  property, 
who,  not  being  able  to  conceal  their  wealth,  must  pay  any  legal 
tax  laid  upon  it,  and  this  amount  is  limited  only  by  the  needs  of 
the  pubUc.  Because  of  this  economic  fallacy  there  has  gradually 
come  about  an  unfortunate,  as  well  as  disastrous,  classification 
of  property  holders  in  every  State  where  the  general  property  tax 
is  in  operation.     Upon  one  side  are  the  holders  of  our  intangible 
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wealth,  who  in  large  proportion  resort  successfully  to  every 
device  to  withhold  their  property,  even  though  to  do  so  always 
involves  perjury.  The  practice  is  accentuated  by  transmission 
from  father  to  son,  until  moral  fiber  is  broken  down  and  other- 
wise good  men,  "  men  who  would  die  for  their  country,  will  lie 
for  their  taxes."  Upon  the  other  side  of  the  line  are  the 
holders  of  visible  property,  no  more  conscientious  than  the 
other  class,  but  compelled  by  the  character  of  their  investment 
to  bear  the  burdens  of  society  and  the  government.  In  this 
tax-ridden  class  stands  the  farmer,  perhaps  suffering  most  of 
all  from  the  injustice  of  the  uniform  rate,  yet  heretofore  protest- 
ing against  a  change  of  system. 

The  farmer  more  nearly  than  any  class  of  taxpayers  has  his 
property  invested  in  things  visible,  in  stock,  herds,  implements, 
land  and  improvements.  Every  dollar  of  intangible  property, 
therefore,  returned  for  taxation,  lightens  his  burden.  The  line 
between  the  owners  of  tangible  and  intangible  property  is  as 
sharply  drawn  as  was  the  line  between  the  Blue  and  the  Gray 
from  '61  to  '65  and  the  contest  is  equally  fierce,  but  with  this 
difference ;  the  victory  always  goes  one  way  —  to  the  intangibles 
—  and  always  will  under  the  general  property  tax.  There  is  not 
a  city  in  Ohio,  and  but  few  in  the  country,  but  that  has  an  im- 
portant agricultural  constituency  at  least  in  so  far  as  county 
and  State  expenses  are  concerned.  For  these  reasons  it  becomes 
impossible  to  disassociate  the  farmer  from  intangible  property, 
although  he  seldom  owns  much  of  it. 

I  cannot  hope  to  say  anything  new  upon  this  subject,  for 
eminent  men  have  discussed  it  and  are  to  discuss  it  at  this  Con- 
ference, but  Ohio  is  just  now  passing  through  a  great  campaign 
for  better  things.  Three  previous  attempts  have  been  made  in 
Ohio  to  abolish  the  general  property  tax,  and  in  each  instance 
the  proposition  received  a  plurality  of  votes;  but  owing  to  want 
of  information,  or  indifference,  or  both,  it  did  not  receive  the 
constitutional  majority.  We  have  at  this  moment  pending  in 
Ohio  a  constitutional  amendment  proposing  to  eliminate  the 
iron-clad  provision  from  the  constitution  of  the  State;  cut  the 
bonds  that  have  blocked  the  wheels  of  progress  and  perpetrated 
injustice  for  fifty-aeven  years  and  let  our  people  go  fire.  For  this 
reason  it  may  be  of  interest  to  representatives  hero  from  other 
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States  and  Provinces  that  may  soon  embark  in  a  similar  effort 
to  know  specifically  of  some  of  the  incidents  that  have  marked 
the  strenuous  contest  so  nearly  ended. 

In  September,  1906,  Governor  Andrew  L.  Harris  appointed  a 
non-partisan  tax  commission  of  five  members  to  investigate 
the  tax  laws  of  Ohio  and  make  such  recommendations  through 
him  to  the  General  Assembly  as  in  their  judgment  seemed  wise. 
Briefly  speaking,  representatives  of  every  interest  in  the  State 
appeared  before  this  committee  and  expressed  their  views. 
The  limits  of  this  address  will  not  permit  a  review  of  this  study 
of  the  entire  situation.  One  illustration  of  the  astonishing 
facts  disclosed  must  suffice.  It  was  found  that  the  grand  total 
of  all  moneys,  credits,  mortgages,  stocks,  bonds  and  other  in- 
tangible property  returned  for  taxation  for  the  year  1906  was 
less  than  150  millions,  although  the  bank  deposits  alone  for  that 
year  were  500  millions.  Again :  the  value  of  all  credits  returned 
was  34  million  dollars  less  in  1906  than  in  1890,  though 
every  one  knew  that  such  property  had  quadrupled  during  that 
sixteen  years  intervening.  Not  to  multiply  instances,  the 
chairman  of  the  commission,  Attorney-General  Wade  H.  Ellis, 
with  every  member  of  the  commission,  reported  that  our  entire 
tax  system  was  honeycombed  by  evasions  and  injustices  both 
in  the  field  of  tangible  and  intangible  property,  all  due  in  large 
degree  to  our  antiquated  iron-clad  rate.  They  reported  to  the 
Governor  in  January,  1908,  in  substance,  that  a  general  prop- 
erty tax  was  non-productive  of  results,  tending  to  immorality, 
impossible  of  enforcement,  and  unjust  and  destructive  to  prog- 
ress if  its  enforcement  were  possible.  They  recommended  that 
the  uniform  rate  be  eliminated  from  the  State  constitution  and 
that  the  people  through  their  legislature  be  left  a  free  hand  to 
work  out  a  tax  system  suited  to  the  conditions  now  confronting 
them,  instead  of  being  obliged  to  solve  the  vexed  problems  of 
the  present  by  a  system  devised  fifty-seven  years  ago  and  under 
conditions  totally  different  from  those  we  face  to-day.  This 
report  was  warmly  indorsed  by  Governor  Harris,  approved  by 
the  General  Assembly  by  a  decisive  vote  and  submitted  to  the 
people  to  pass  upon  in  the  general  election  November  next. 
The  amendment  provides  that  "The  legislature  may  classify 
the  subjects  of  taxation  so  far  as  their  differences  justify  the 
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same  in  order  to  secure  a  just  return  from  each."  No  detail 
as  to  rate  is  carried  in  the  amendment;  nothing  mandatory 
save  the  provision  of  justice.  The  result  hoped  for  is  that 
property  in  which  there  is  a  real  difference  may  be  suitably 
classified,  instead  of  the  present  classification  of  people,  in  whom 
there  should  be  no  difference,  before  the  law. 

Some  things  have  been  settled  by  the  investigation  during 
the  campaign.  First,  that  about  one  half  of  the  property  of  the 
State  is  withheld  from  taxation,  leaving  the  burden  to  be  borne 
by  the  remaining  half.  I  think  it  is  now  conceded  by  all  who 
have  been  earnest  students  that  a  low  rate  of  taxation  on  in- 
tangible property  produces  a  larger  revenue  in  States  that  have 
adopted  the  plan ;  that  this  increase  in  one  instance  at  least  has 
been  nearly  as  much  as  400  per  cent  locally,  and  2500  per  cent 
to  the  State. 

With  the  above  points  conceded  there  remains  but  two 
objections  seriously  offered  to  the  amendment,  but  upon  these 
two  points  our  people  are  divided,  although  I  have  that  faith 
in  the  intelligence  of  our  taxpayers  that  leads  me  to  believe  that 
the  amendment  will  carry  at  the  polls  —  a  consummation  for 
which  I  devoutly  pray. 

The  first  objection  noticed  is  that  although  a  low  rate  may 
increase  the  revenues  it  is  wrong  in  principle.  That  intangible 
property  is  largely  in  the  hands  of  the  wealthy  and  that  to 
differentiate  in  favor  of  the  well-to-do  violates  all  rules  of 
justice. 

We  have  answered  that  there  are  two  viewpoints.  First, 
that  we  have  sought  for  fifty-seven  years  to  reach  this  class 
of  property  for  taxation  and  signally  failed,  with  the  situation 
growing  worse  as  taxpayers  become  more  adept  in  evading 
payment.  That  as  it  is  not  returned  now,  even  with  the  most 
dra.stic  laws,  we  have  nothing  to  lose  in  an  effort  to  secure  its 
return.  That  nothing  is  to  be  given  up  that  is  ours  now  and 
that  any  possible  increase  in  revenue  from  a  new  source  will 
relieve  every  dollar  on  the  duplicate  at  present.  In  other 
words,  "  A  half  loaf  is  better  than  none." 

It  is  also  pointed  out  that  if  the  new  plan  be  adopted,  and 
results  flo  not  justify  our  expectations,  the  permissive  nature 
of  the  amendment  will  allow  an  immediate  return  to  the  present 
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system,  or  trial  of  any  other  system,  by  the  passage  of  any 
law  that  may  be  thought  desirable  or  expedient  at  the  time. 

The  opposition  insist  that  the  constitution  is  violated  by  the 
low  valuation  of  tangible  property,  and  that  if  all  were  raised 
to  100  per  cent  and  reenforced  by  the  intangible,  the  rate  would 
be  so  low  as  not  to  distress  any  one.  It  is  true  that  valuations 
are  sometimes  not  more  than  50  per  cent,  yet  often  they  are 
above  100  per  cent,  but  our  municipal  tax  rates  vary  from  3  to 
6  per  cent,  and  if  tangible  were  listed  at  100  per  cent  the  rate 
would  still  be  1^  per  cent  to  3  per  cent,  which  would  not  encour- 
age the  return  of  intangible.  The  valuation  is  not  an  important 
factor  if  it  is  uniform.  It  is  additional  property  that  relieves. 
If  a  man's  total  tax  is  $2.00  and  he  has  $100.00  in  property,  it 
is  not  important  whether  it  is  valued  at  $50.00  at  4  per  cent  or 
$100.00  at  2  per  cent;  the  total  tax  is  the  same.  How  to  secure 
the  reenforcement.  That's  the  rub.  No  one  has  ever  suggested 
a  method  that  the  business  world  conceded  to  be  practical, 
or  even  possible  under  the  uniform  rule.  If  it  were  possible, 
which  it  is  not,  the  State  so  unfortunate  as  to  succeed  would 
right  about  face,  and  begin  a  return  journey  towards  the  un- 
developed past,  and  would  go  alone. 

There  is  one  inherent  difficulty  in  taxing  tangible  and  in- 
tangible at  the  same  rate,  even  if  it  were  just.  Intangible 
property  offers  no  room  for  difference  in  judgment.  If  returned 
at  all  it  is  at  100  per  cent,  or  at  a  valuation  easily  ascertained 
from  market  reports.  On  the  contrary,  the  valuation  of  tan- 
gible property  varies  with  the  judgment  of  the  assessor.  One 
values  a  farm  at  $40.00  per  acre,  another  at  $50.00;  a  horse  at 
$75.00,  another  at  $100.00.  It  would  seem,  therefore,  unjust 
to  place  the  same  rate  on  property  whose  value  is  irrevocably 
fixed  as  upon  property  depending  upon  the  judgment  of  one 
man.  A  long  step  towards  greater  uniformity  in  taxation  of 
tangible  property  would  be  the  publicity  of  all  valuations,  thus 
constituting  each  taxpayer  an  assessor  in  his  tax  zone. 

The  other  and  the  correct  viewpoint  violates  no  principle  of 
justice,  but  rather  promotes  justice  as  well  as  efficiency.  It  is 
a  recognition  of  the  differences  in  property,  of  the  degree  in 
which  different  subjects  are  property,  or,  if  the  terms  may  be 
allowed,  that  there  is  primary  and  secondary  property.     This 
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is  the  core  of  the  entire  question  at  issue,  and  if  it  were  appre- 
ciated by  the  opposition,  the  prejudice  and  irritation  would  dis- 
solve into  thin  air. 

This  raises  the  whole  question  of  what  is  property.  Is  a 
promissory  note  property?  Yes,  if  there  is  enough  property 
behind  it  to  insure  payment.  Is  a  mortgage  note  property? 
Yes,  if  legal  requirements  have  been  met,  because  it  yields  an 
income  and  may  be  exchanged  for  things  of  real  value.  I 
venture  one  illustration  that  may  apply  to  mortgages,  stocks, 
bonds  and  other  credits. 

A  man  purchases  a  farm  for  $4000,  pays  $2000,  all  his 
resources,  and  gives  a  note  for  $2000.  Is  the  note  property? 
Is  there  now  $6000  where  but  an  instant  before  there  were  but 
$4000?  The  note  is  to  run  ten  years,  and  is  but  a  silent  wit- 
ness in  the  hands  of  the  seller  that  the  purchaser  has  promised 
to  create  property.  He  is  to  rear  stock  and  pay  on  the  note, 
but  the  stock  will  not  be  born  for  five  years  yet.  He  is  to 
produce  corn,  but  the  seed  of  the  corn  he  hopes  to  sell  is  not 
yet  planted.  That  the  $2000  note  may  be  property  it  must  be 
attached  to  the  land  for  which  it  stands.  Not  only  that  but 
to  additional  property  to  insure  payment  of  interest.  In  case 
of  a  loan  there  must  be  an  abstract,  and  when  all  these  con- 
ditions are  met  the  note  has  life,  ming;  it  flies,  leaves  the  home 
community,  the  county,  the  State,  and  enters  into  the  channels 
of  barter  and  sale.  It  becomes  a  traveler,  but  takes  with  it 
dollar  for  dollar,  with  accrued  interest,  that  portion  of  the  realty 
for  which  it  stands.  If  attached  only  to  that  portion,  the 
nominal  owner  possesses  an  empty  shell,  and  could  not  sell  it 
for  a  penny,  unless  there  is  excess  value.  If  anything  disturbs 
the  relation  of  the  mortgage  to  the  land,  it  falls  to  the  ground  as 
•urely  as  an  electric  car  on  an  up  grade  would  stop  if  the  trolley 
pressure  was  removed.  Is  the  note  property?  Yes,  and  the 
constitution  is  inexorable  in  its  attempt  to  tax  it  at  the  uniform 
rate,  and  also  tax  the  shell  at  the  same  rate.  Monumental 
folly !  The  opposition  has  suggested  as  the  holder  of  the 
mortgage  is  the  real  owner  he  should  pay  the  tax  and  the  land 
be  exempted.  This  is  economically  true,  but  impossible  in 
practice.  As  a  properly  executed  mortgage  has  wing  it  may 
leave  the  State,  either  nouiinuUy  or  really,  the  same  in  effect 
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in  either  case,  and  if  the  land  be  exempted  the  property  is  lost 
for  purposes  of  taxation.  The  only  remedy  for  the  farmer  that 
seems  feasible  is  to  follow  the  lead  of  States  that  have  exempted 
these  promises  to  pay  save  a  low  rate,  or  fee,  for  the  protection 
given  by  the  State,  which  plan  proves  to  be  a  generous  revenue 
producer.  In  this  event  the  seller  or  lender  could  not  demand 
a  high  rate  of  interest  upon  the  ground  that  he  must  pay  the 
tax.  The  result  would  be  a  lower  rate  of  interest  which  indirectly 
compels  the  lender  to  pay  the  tax.  The  possible  discovery  of 
intangible  property  is  a  constant  menace  and  furnishes  ground 
for  the  demand  for  a  high  rate  of  interest  Under  a  modern 
system  of  taxation  no  interest  would  be  paid  until  the  legitimate 
taxes  were  paid  on  the  property  itself.  It  is  an  axiom  that  any 
weight,  real  or  nominal,  laid  upon  intangible  property  is  always 
paid  by  the  borrower. 

Moneys 

Perhaps  the  most  irritating  item  in  the  list  of  intangibles  is 
the  escape  from  taxation  of  the  currency  of  the  State.  It  is 
natural  for  those  of  moderate  holdings  of  tangible  property 
to  look  at  the  five  hundred  millions  reported  in  Ohio  banks  for 
1906,  then  at  the  paltry  one  hundred  and  fifty  miUions  of  in- 
tangible property  of  every  description  returned  for  the  same 
year.  Well,  what  can  be  done?  For  fifty-seven  years  90  per 
cent  of  this  property  has  escaped  direct  taxation  by  the  perjury 
route;  what  new  dragnet  can  be  thrown  out?  Absolutely 
none  under  the  iron-clad  rate.  The  truth  is  the  money  is  not 
in  the  banks.  If  it  were,  business  would  die.  Money  in  the 
hands  of  owner,  or  in  the  vaults  of  a  bank,  is  valueless.  It  is 
only  when  invested  by  the  owner,  or  loaned  for  investment  for 
immediate  use,  that  it  earns.  The  bank  pays  4  per  cent  for 
its  use  and  guarantees  its  safe  return.  But  the  bank  does  not 
keep  it.  It  is  loaned  to  the  farmer  to  buy  stock  and  implements, 
to  the  contractor  to  build  homes,  to  the  merchant  to  buy  goods. 
In  short,  when  the  money  leaves  the  bank  it  starts  upon  a  tireless 
round.  It  purchases,  develops,  builds,  equips,  always  leaving 
new  property  in  its  path  and  this  is  immediately  taxed.  Money 
is  the  lifeblood  of  the  body  politic,  and  to  hinder  its  free  course 
would  cause  paralysis,  congestion  of  business,  as  surely  as  a 
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chill  causes  congestion  of  the  blood  in  the  human  body,  and 
would  be  just  as  fatal  to  the  former  as  to  the  human  subject. 

One  suggestion  as  to  detail  is  ventured  here.  I  believe 
depositors  should  pay  a  reasonable  tax  on  their  deposits.  With 
the  constitution  amended  and  the  people  given  a  free  hand,  an 
assessor  might  visit  a  bank  reporting  two  millions  of  deposits 
and  collect  a  total  sum  to  be  charged  to  depositors  at  such  a 
rate  as  would  not  drive  the  money  from  the  State,  yet  in  the 
aggregate  produce  miUions  of  revenue  from  an  entirely  new 
source,  thus  relieving  the  abnormally  honest  taxpayer  from 
being  penahzed,  and  at  the  same  time  removing  all  opportunity 
for  perjury  in  the  case  of  deposits.  Of  course  this  cannot  be 
considered  under  the  iron-clad  rate. 


Prejudice 

One  influenced  by  prejudice  or  personal  reasons  and  more 
expert  in  oratory  than  in  taxation  can  stand  before  an  audience 
intelligent  upon  most  subjects,  gesticulate  wildly  and  cry,  "The 
dollar  of  the  washerwoman,  the  farmer  or  the  home  owner  is  just 
as  sacred  as  the  dollar  of  the  millionaire,"  and  he  will  sometimes 
win  applause.  He  may  in  a  dramatic  manner  ask  his  auditors 
if  they  favor  throwing  overboard  the  good  old  uniform  rule 
established  by  the  fathers  that  provides  that  the  rich  and  poor 
shall  pay  alike,  and  the  answer  will  be  "no,  no."  The  orator 
does  not  know,  or  is  not  honest  enough  to  confess,  that  the 
millionaire's  dollar  is  not  now  directly  touched  at  all,  and  the 
washerwoman,  the  farmer,  the  business  man  and  the  home 
owner  pay  it  all. 

Enough  has  been  said  to  indicate  to  members  of  the  Confer- 
ence what  is  being  said  and  done  by  those  who  object  to  the 
flexible  rate  on  the  grounds  of  its  being  wrong  in  principle,  how 
the  charge  has  been  met,  and  what  each  may  expect  in  his  own 
State  if  a  similar  work  is  undertaken. 

The  other  objection,  and  perhaps  more  earnestly  urged  by 
farmers  than  any  other  class,  is  distrust  of  the  legislature. 
This  must  be  briefly  discus.sed.  It  is  feared  that  with  constitu- 
tional restrictions  removed,  corporate  interests,  manufacturing 
and  business  interests  will  be  able  to  influence  the  legislature  to 
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favor  them  at  the  expense  of  agriculture.  Whether  groundless 
or  otherwise,  there  are  those  who  indulge  the  fear  with  sincerity. 
I  will  not  assume  to  speak  for  other  States  or  Provinces,  but  there 
is  certainly  no  cause  for  apprehension  in  Ohio.  The  farmers 
of  our  State  hold  the  balance  of  power,  and  in  at  least  eighty- 
three  of  the  eighty-eight  counties  of  the  State  can  send  men 
from  their  own  ranks  to  represent  them  in  the  legislature. 

Besides  that,  we  have  in  Ohio  a  vigorous  organization  of  forty 
thousand  farmers  under  the  name  and  style  of  "  Patrons  of 
Husbandry."  Our  numbers  are  constantly  increasing  and  the 
order  is  exercising  a  commanding  influence  in  pubUc  affairs. 
Our  order  is  careful,  conservative,  with  education  and  the  pro- 
tection of  our  own  interests  as  the  primary  objects. 

As  the  chief  executive  of  the  Ohio  State  Grange,  and  familiar 
with  its  history  for  twenty  years,  I  unhesitatingly  declare  that 
during  the  twenty  years  mentioned  every  bill  that  has  been  in- 
troduced in  our  legislature  and  championed  unanimously  by 
the  Grange  is  a  law.  The  converse  is  true.  No  bill  has  been 
introduced  in  our  legislature  for  the  past  twenty  years  and 
opposed  with  vigor  by  the  Grange  that  is  a  law. 

The  farmers  therefore  have  nothing  to  fear,  even  though  the 
legislature  were  disposed  to  deal  unjustly  with  agriculture, 
which  it  is  not.  In  our  representative  form  of  government,  to 
express  fear  of  the  legislature  is  unmanly.  That  body  is  just 
what  we  make  it,  especially  now  that  we  have  the  primary 
election  law.  It  may  be  that  a  member  may  sometimes  betray 
his  trust,  but  his  official  hfe  is  but  two  years,  and  if  he  returns  to 
his  seat  it  is  the  farmers'  own  fault.  The  average  legislator 
should  be  as  good  as  the  average  citizen,  and  for  the  average 
citizen  to  express  distrust  confronts  him  with  two  alternatives, 
from  either  of  which  upon  sober  reflection  the  average  citizen 
must  shrink  with  horror.  First,  he  must  confess  that  he  has 
his  price,  or  could  be  unduly  influenced;  or  second,  that  he  is 
more  honest  than  the  average  of  mankind. 

In  Conclusion 

I  count  it  a  privilege  as  weU  as  an  honor  to  be  a  member 
of  this  great  International  Conference  gathered  from  points  near 
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and  remote  and  in  an  age  unequaled  in  many  respects  by  any 
that  has  preceded  it,  all  desirous  of  solving  a  great  economic 
question  that  vitally  affects  our  industrial  life.  The  declared 
object  is  to  harmonize  the  varied  complex  and  unworkable  tax 
systems  of  the  country  with  the  hope  of  evolving  some  general 
principles  applicable  to  all  sections  and  under  which  all  prop- 
erty may  contribute  to  the  expenses  of  government  in  propor- 
tion to  its  productivity  and  security  of  investment.  When 
this  is  accomplished,  capital  will  no  longer  tramp,  tramp  up 
and  down  the  earth,  but  will  find  a  hospitable  home  wherever 
men  and  women  live  and  labor. 
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By  J.  H.  Easterday 
Former  Member  State  Tax  Commission,  Tacoma,  Wash. 

Comity  between  States  and  nations  is  as  much  to  be  admired 
as  courtesy  among  guests  in  a  parlor.  Were  I  to  think  other- 
wise, I  would  have  selfishly  locked  myself  within  the  borders 
of  the  great  State  of  Washington  and  let  our  citizenship  reap 
profit  from  a  system,  framed  into  a  law,  which  means  the  exemp- 
tion of  credits  from  taxation. 

But,  as  we  are  nothing  if  not  unselfish  out  in  Washington, 
I  have  come  over  miles  of  country  to  tell"  you  how  an  honest 
law  brings  encouragement  to  capital,  and  results  in  greater 
development,  greater  prosperity  and  a  lessening  of  crime. 

Imposed  upon  circulating  capital,  a  tax  is  a  restraint;  it 
depresses  the  dollar,  Umits  the  sphere  in  which  it  may  move 
and  checks  the  easy  flow  of  investment  money  which  seeks 
fields  of  profitable  employment. 

It  is  not  a  mere  figment  of  fancy  to  say  there  is,  in  the  realm 
of  finance,  a  germinative  law,  such  as  is  everywhere  evident 
in  the  physical  world;  for  nothing  struggles  harder  to  repro- 
duce its  equivalent  than  the  dollar,  and  certainly  no  form 
of  physical  life  is  more  timid  in  the  presence  of  possible 
effacement. 

The  dollar  shuns  the  environment  which  would  destroy  it, 
and  is  equally  timid  in  the  presence  of  those  conditions  which 
tend  to  lessen  its  opportunities  for  increasing  its  own  power. 

In  1904  the  State  of  Washington  had  reached  its  lowest  ebb 
in  taxation.  We  never  do  things  by  halves  or  quarters,  and  the 
assessment  of  personal  property  amounted  to  but  little  more 
than  passing  the  hat  for  freewill  offerings. 

In  moneys  and  credits  where,  under  the  general  property 
tax  law,  there  should  have  appeared  on  the  assessment  rolls 
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of  Washington  four  hundred  milUons  of  dollars,  there  were  less 
than  four  millions  —  a  trifle  under  1  per  cent. 

Ninety-nine  out  of  one  hundred  taxpayers  had  subscribed 
to  that  which  was  not  true  when  they  placed  their  signatures 
to  the  oath  that  they  had  neither  money  nor  credits  in  any 
form. 

Our  Tax  Commission  was  created  to  correct,  if  possible,  this 
condition,  right  the  many  wrongs  in  taxation  and  carry  out  the 
spirit  and  letter  of  the  constitution  requiring  that  all  property 
be  assessed  so  that  every  person  and  corporation  should  pay 
a  tax  in  proportion  to  the  value  of  his,  her  or  its  holdings. 

With  zeal  and  acclaim,  our  Board  of  Tax  Commissioners  set 
strenuously  to  the  task  of  finding  and  placing  on  record  the 
large  amount  of  credits  known  to  exist.  Much  encouragement 
was  received  from  the  pulpit,  press  and  bench.  It  should  be 
borne  in  mind  that  our  Tax  Commission  had  supervision  over 
any  army  of  minor  taxing  officers. 

The  fruit  of  a  year's  labor  was  to  increase  this  class  of  property 
so  that,  unlike  formerly,  when  we  reached  less  than  1  per  cent, 
we  now  reached  1^  per  cent. 

The  total  increase  was  less  than  three  million  dollars,  an 
amount  scarcely  above  the  normal  increase  of  any  of  our  first- 
class  banks,  and  relatively  so  small  that  any  of  the  fleet  of 
treasure  ships  from  Alaska  carries  little  less. 

It  was  notable  that  those  who  made,  interpreted  or  executed 
the  law  paid  as  little  respect  to  its  mandates  as  did  any  other 
class  of  citizens.  This  disparity,  and  the  manifest  wrongs 
attending  it,  was  exceedingly  alarming  to  thoughtful  and  honest 
people  of  our  State,  notwithstanding  the  evil  was  known  to  be 
prevalent  all  over  the  country,  and  it  became,  and  for  a  long 
time  remained,  the  chief  topic  of  investigation,  study  and 
controversy  among  the  three  members  of  the  State  Board  of 
Tax  Commissioners  and,  as  a  result,  recourse  was  had  to  extensive 
correspondence  and  other  means  of  securing  light  on  the  vexed 
question. 

A  marked  division  of  views  finally  resulted  among  the  mem- 
bers of  the  Tax  Commission  as  to  the  remedy  that  should  be 
applied,  and  this  division  went  on  record  in  the  First  Biennial 
Report  of  the  Board. 
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It  was  urged  by  the  majority  that  this  class  of  property 
should  be  taxed,  if  not  at  its  full  value,  then,  at  least,  on  a  con- 
siderable percentage  thereof.  Also  that  the  exemption  of 
moneys  and  credits  was  in  violation  of  our  constitution. 

I  was  a  member  of  the  Board  and  submitted  a  minority  report 
dissenting  therefrom,  giving,  as  my  opinion,  that  all  money, 
mortgages  and  other  credits  should  be  exempt  from  taxation, 
and  setting  forth  the  reasons  which  led  me  to  that  conclusion. 

Persistent  explanation  of  the  ultimate  benefits  to  be  secured 

—  economic  and  moral  —  resulted  in  the  gaining  of  many 
recruits.  Pebbles  of  truth  proved  more  potent  than  javelins 
of  sophistry. 

The  subject  was  taken  up  by  our  legislature  at  its  January 
session,  1907,  and  a  bill  was  drawn  to  exempt  money,  mort- 
gages, warrants,  bonds,  etc.,  from  taxation. 

After  very  full  consideration  and  discussion  both  in  the 
committee  and  on  the  floor  of  the  two  houses,  the  contentions 
of  its  advocates  prevailed,  and  the  bill  was  passed  —  going  into 
effect  immediately. 

Members  of  the  legal  profession,  —  in  both  senate  and  house, 

—  were  generally  opposed  to  the  measure  on  the  ground  that 
the  act  was  unconstitutional. 

No  judicial  question  was  raised,  however,  until  May  of  the 
present  year,  when  a  Sancho  Panza  reformer  secured  from  a 
junior  court  a  writ  of  mandate  requiring  taxing  officials  of  that 
county  to  list  all  of  the  items  exempted  by  the  preceding 
legislature. 

After  this  decision,  the  Attorney-General's  ofl&ce  advised  the 
Tax  Commission  to  instruct  taxing  officials  to  ignore  the  exemp- 
tion law  and  proceed  with  the  work,  farcical  as  it  was,  of  listing 
the  property  the  legislature  had  exempted  and,  in  advance,  too, 
of  final  adjudication  by  the  supreme  court  of  the  State. 

The  majority  of  the  Tax  Commission  acted  on  the  advice 
of  the  Attorney-General.  I  resigned  as  member  of  the  Commis- 
sion in  order  that  I  might  give  my  entire  time  —  as  friend  of  the 
court,  to  the  preparation  and  presentation  of  this  case  when  it 
came  up  for  hearing. 

A  Kentucky  judge  once  remarked  that  it  was  a  difference 
of  opinion  that  gave  zest  to  a  horse  race.     It  is  equally  interest- 
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ing  to  note  the  difference  of  opinion  that  exists  between  mem- 
bers of  the  same  profession  on  a  concrete  case. 

In  the  lower  court  the  attorneys  for  the  plaintiff  urged  that 
the  law  did  violence  to  the  provisions  of  our  constitution  re- 
quiring that  "  all  property  in  the  State,  not  exempt  under  the 
constitution,  shall  be  taxed  in  proportion  to  its  value,"  and, 
'*  the  legislature  shall  provide  by  law  a  unifonn  and  equal  rate 
of  assessment  and  taxation  on  all  property  in  the  State  according 
to  its  value  in  money,  and  shall  prescribe  such  regulations  by 
general  law  as  shall  secure  a  just  valuation  for  taxation  of  all 
property." 

The  attorneys  for  the  defendant  stated  that  "  after  a  some- 
what extended  search  through  the  books  we  are  unable  to  find 
any  authority,  either  in  reason  or  precedent,  for  sustaining  the 
statute  here  attacked."    In  fine,  they  had  framed  up  a  Moot  case. 

Under  the  circumstances,  the  Supreme  Court  did  not  hesitate 
to  accept  an  offer  of  counsel  to  present  the  other  side. 

Discussing  the  relevant  constitutional  provisions  it  was  con- 
tended that: 

The  pertinent  requirements  of  the  sections  of  the  constitu- 
tion are  briefly  these : 

(a)  That  all  property  shall  be  taxed. 

(&)  That  it  shall  be  taxed  in  proportion  to  its  value. 

(c)  That  the  legislature  shall  provide  by  law  the  manner  in 
which  the  value  of  all  property  shall  be  ascertained  for  the 
purpose  of  taxation. 

(d)  That  the  legislature  in  providing  for  the  assessment  and 
taxation  of  property  shall  see  to  it  that  the  statutory  scheme  of 
taxation,  first,  is  equal  and  uniform;  and  second,  secures  a  just 
valuation  of  all  property. 

The  argument  against  the  act  was,  in  brief,  this: 

That  the  sections  of  the  constitution  requiring  that  all  prop- 
erty in  the  State  except  such  as  is  exempted  by  the  constitu- 
tion itself,  shall  be  taxed;  that  mortgages,  notes,  accounts, 
etc.,  are  property,  and  hence  cannot  be  excluded  by  the  legis- 
lature from  the  subjects  of  taxation. 

This  argument  is  unsound  in  its  assumption  that  all  property 
in  the  State  cannot  be  taxed  without  the  taxation  of  credits. 

While  it  is  true  that  the  question  whether  any  act  of  the 
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legislature  prescribing  a  method  of  taxation  meets  the  above 
demands  of  the  constitution  is  a  judicial  question,  it  is,  never- 
theless, equally  as  true  that  the  plan  or  scheme  by  which  all 
property  be  taxed  so  that  none  shall  escape  its  portion  of  the 
burden  is  left  to  the  discretion  of  the  legislature.  If  the  legis- 
lative plan  or  scheme  does  in  fact  tax  all  property,  no  matter 
in  what  manner  or  form  this  result  may  be  reached,  the  constitu- 
tional requirement  is  satisfied.  The  same  property  may  be 
assessed  and  taxed  in  several  ways,  any  one  of  which  would 
subject  the  entire  property  to  the  tax.  To  use  a  simple  illus- 
tration :  One  person  may  own  the  fee  title  to  a  piece  of  land,  and 
another  may  own  a  valuable  easement  therein.  The  fee  title 
and  the  easement  are  both  property,  but  it  would  be  idle  to 
contend  that  these  separate  interests  must  be  separately  taxed 
to  satisfy  the  constitution.  The  State  taxes  the  land  itself 
and  the  entire  property  therein,  leaving  it  to  the  owners  of  the 
various  interests  to  make  their  own  adjustments. 

It  must  be  true  that  the  constitutional  requirement  that  all 
property  be  taxed  is  satisfied  by  any  scheme  by  which  the  sum 
total  of  the  wealth  of  the  State  is  under  each  levy  once  assessed 
and  taxed.  The  legislature  may,  if  it  desires  to  do  so,  adopt 
a  scheme  of  taxation  that  may  result  in  taxing  the  same  prop- 
erty twice,  and  such  a  result  will  not  necessarily  invalidate  the 
tax.  However,  double  taxation  should  be  avoided  and  the 
constitution  should  not  be  so  construed  as  to  require  it. 

Double  taxation  is  difficult  to  avoid  entirely  in  any  plan  which 
attempts  to  tax  all  property.  This  is  chiefly  due  to  the  fact 
that  under  complex  modern  conditions  property  appears  and 
reappears,  and  appears  again,  in  various  representative  forms. 
A  common  illustration  of  this  fact  is  afforded  by  a  corporation  ; 
the  actual  property  of  the  corporation  reappears  in  the  hands 
of  its  stockholders  in  the  shape  of  corporate  stock.  While 
double  taxation  may  often  be  sustained,  no  one  will  contend 
that  it  is  required  by  the  constitution. 

Neither  the  requirement  that  all  property  be  taxed,  nor  that 
the  taxes  be  uniform  and  equal,  nor  that  the  value  be  just,  can 
be  fully  met.  It  is  well  recognized  in  the  law  that  no  scheme  of 
taxation  ever  completely  accomphshes  these  results  in  fact. 
The  requirements  that  the  tax  shall  be  uniform,  equal  and  just 
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are  as  binding  upon  the  legislature  as  the  requirement  that  all 
property  be  taxed.  Double  taxation  is  always  to  be  deplored 
and  must  be  avoided  if  the  constitutional  requirements  of 
uniformity,  equality  and  justness  are  to  be  met. 

All  property  in  the  State,  the  sum  total  of  all  its  wealth,  can 
once  be  taxed  without  the  taxation  of  credits  in  any  form.  Any 
scheme  of  taxation  which  attempts  to  tax  credits  fails  to  meet 
the  constitutional  requirements  of  uniformity,  equality  and 
justness,  because,  in  so  far  as  such  a  tax  is  enforced  against 
credits,  it  results  in  double  taxation.  This  is  clear,  when  one 
remembers  the  obvious  truth  that  nothing  can  be  added  to  the 
property  wealth  of  the  State  by  the  multipUcation  of  credits. 
Its  form  only  is  changed.  If  A  borrows  five  milUon  dollars 
from  B,  there  is  not  thereby  created  five  million  dollars  more  of 
taxable  property.     All  credits  are  alike  in  this  respect. 

The  constitutional  demands  of  equality,  uniformity  and  just- 
ness are  as  binding  upon  the  legislature  as  the  provisions  that 
all  property  be  taxed,  and  it  is  not  only  its  privilege  but  its 
duty  to  take  into  consideration  the  practical  effects  that  result 
from  the  actual  operation  of  the  law.  Whether  a  tax  is  equal 
and  uniform  depends  upon  its  actual  practical  results  and  not 
upon  the  ipse  dixit  of  the  legislature. 

Fortunate  indeed  are  those  States  whose  constitution  makers 
did  not  define  property  in  such  manner  as  to  compel  double 
taxation;  more  fortunate  are  those  whose  constitution  is 
silent  on  the  subject. 

Our  supreme  court  held  the  law  valid  in  so  far  as  it  related  to 
credits,  but  that  part  relating  to  actual  money  was  held  to  be 
invalid. 

In  view  of  the  fact  that  money  deposited  in  a  bank  —  except 
such  as  is  made  a  special  deposit  —  is  a  credit,  there  is  left  of 
such  property  less  than  a  trifle  actually  taxable  under  the  law. 

Chief  Justice  Hadley,  in  delivering  the  opinion  of  the  court, 
makes  use  of  the  following  language : 

"It  is  just  and  imperative  that  taxation  should  be  made  uni- 
form and  equal  upon  all  property  as  it  is  that  all  property  shall 
be  taxed. 

"  It  is  manifest  that  a  system  which  subjects  some  property 
to  double  taxation  is  not  uniform  and  equal. 
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"Any  method  which  can  be  devised  by  the  legislature  must 
necessarily  be  defective  in  some  particulars  and  must  fail  to 
meet  with  exactness  every  standard  set  by  the  constitution. 

"  Any  method  adopted  by  the  legislature  which  reasonably 
comprehends  the  taxation  of  all  property  once  in  some  form, 
and  which  seeks  to  accomplish  uniformity  by  avoiding  double 
taxation  as  far  as  possible,  should  receive  judicial  sanction  for 
the  reason  that  the  constitutional  provisions  are  harmonized 
by  such  method  as  fully  as  complete  harmony  thereunder  can 
be  accomplished. 

"  So  far  as  credits  are  concerned,  if  it  is  demonstrable  that  the 
total  wealth  of  the  State  can  be  taxed  once  without  the  taxa- 
tion of  credits  in  any  form,  we  think  the  constitution  is  satisfied 
without  the  taxation  of  credits. 

"  The  multiphcity  of  credits  does  not  add  to  the  property  wealth 
of  the  State." 

If  proof  is  wanted  that  deposits  with  banks  are  not  the  same 
as  cash  on  hand,  I  will  call  to  the  witness  stand  any  of  my 
countrymen  who  had  such  an  account  between  October  of  last 
year  and  February  of  the  present  year. 

State,  county  and  municipal  bonds  and  warrants  are  instru- 
mentalities and  agencies  of  government.  They  are  the  highest 
forms  of  credits. 

I  am  proud  to  say  that  the  highest  tribunal  of  our  State  has 
refused  to  torture  the  language  of  our  constitution  into  such 
irrational  policy  as  would  subject  such  credits  to  taxation,  and 
I  feel  a  personal  satisfaction  in  having  contributed  a  part  in 
securing  results  which  have  acquitted  our  constitution  makers 
of  a  design  to  insidiously  assault  our  public  credit. 

Just  laws,  capable  of  practical  enforcement,  result  in  the 
prosperity  and  advancement  of  a  State  as  well  as  constituting 
its  ornament.  Advocates  of  a  law  exempting  credits  from  tax- 
ation have  been  called  theorists  and  dreamers,  —  sometimes 
they  are  referred  to  in  less  euphonious  terms,  —  but  courts  deal 
only  with  right  and  wrong. 

Listen  to  the  deductions  of  Washington's  highest  tribunal : 

"  With  the  mere  policy  of  the  statute  the  courts  have  nothing 
to  do,  except  in  so  far  as  the  same  may  throw  light  upon  the 
legislative  intention.  It  may  be  stated  in  this  connection,  as 
matter  of  common  knowledge,  that  one  of  the  most  fruitful 
sources  of  inequality  in  taxation  is  the  attempt  to  tax  credits. 
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"  Law  for  that  purpose  can  never  be  effectively  enforced. 

"  Efforts  to  conceal  the  existence  of  credits  are  so  successful 
that  a  few  honest  persons  pay  the  taxes  and  the  large  majority 
of  holders  do  not.  Moreover,  in  practical  experience  the  tax 
is  not  really  paid  by  the  holder  of  the  credit,  but  it  is  paid  by 
his  debtor.  When  mortgages  are  taxed  the  mortgagees  seldom 
pay  the  tax,  but  the  burden  thereof  is  imposed  upon  the  mort- 
gagors by  way  of  increased  rates  of  interest  or  otherwise,  and 
the  same  may  be  said  as  to  the  increased  rates  of  interest  im- 
posed upon  borrowers  generally. 

"Such  results  cannot  well  be  avoided  and  doubtless  the 
legislature  had  such  considerations  in  mind  as  supporting  the 
policy  of  this  law. 

"It  was  no  doubt  beUeved  that  all  the  wealth  of  the  State 
can  be  once  taxed  without  the  taxation  of  credits,  and  that 
with  the  constitutional  requirement  as  to  taxation  of  all  property 
thus  satisfied,  uniformity  and  equality  can  be  the  better  effected 
and  the  abuses  above  mentioned  largely  corrected." 

What  have  been  the  results  following  the  enactment  of  this 
law? 

During  the  hiatus  from  May  last  to  August,  while  the  validity 
of  the  act  was  in  question,  the  common  advertisement :  "  Bonds, 
Warrants,  Mortgages  Wanted,"  was  transformed  to  "  Bonds, 
Warrants,  Mortgages  for  Sale." 

The  school-teacher's  warrant,  bearing  5  per  cent  interest, 
which  was  selling  at  face  value,  was  discounted  and  a  drug  on 
the  market.  Now  that  the  sunhght  of  reason  has  dispelled  the 
mist,  this  class  of  securities  finds  ready  sale  at  par. 

Two  instances  will  show  the  practical  working  of  this  law: 

In  November  of  last  year,  a  gentleman  living  in  Ohio  was  the 
owner  of  a  fine  business  site  in  Tacoma.  He  was  offered  by  wire 
sixty  thousand  dollars  for  the  property.  His  answer,  by  wire, 
was  an  acceptance,  provided  the  mortgage  was  not  taxable  in 
our  State.  The  sale  was  made  and  the  formerly  unoccupied 
property  is  now  improved  with  a  structure  that  would  be  a 
credit  to  any  city.  The  benefits  were  diffused  from  the  ex- 
cavator to  the  architect.  The  building  pays  more  taxes  than 
waa  collected  in  the  entire  county  from  the  assessment  of  credits. 
In  addition  to  this,  we  have  gained  and  Ohio  has  lost  a  good 
citizen,  as  the  exemption  law  brought  not  only  the  money,  but 
the  man  as  well.     We  will  surely  continue  to  draw  to  us  the 
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flower  of  the  citizenship  of  other  States,  for  men  wish  not  only 
to  avoid  double  taxation  but  to  be  within  the  borders  of  a  State 
where  the  false  oath  is  unnecessary. 

Again,  during  the  panic,  when  money  could  not  be  extracted 
from  the  banks  with  the  aid  of  dynamite,  I  was  called  to  a 
little  manufacturing  town  to  confer  with  the  owners  of  a  busi- 
ness employing  upward  of  sixty  men.  They  were  owing  to 
workmen  and  for  material  fifty  thousand  dollars,  all  past  due. 
Their  securities  and  assets  were  ample  to  command  a  loan  for 
this  amount  under  usual  conditions,  but  the  conditions  were 
unusual,  and  banks  and  trust  companies  would  not  advance  a 
dollar. 

An  individual  offered  to  make  this  loan  at  a  fair  rate  of  in- 
terest, provided  assurance  was  given  that  the  mortgage  would 
not  be  taxable.  The  tax  rate  in  that  town  was  fifty-five  mills. 
The  person  proposing  to  make  the  loan  did  not  want  to  ac- 
quire the  reputation  of  a  usurer  by  exacting  a  rate  of  interest 
necessary  to  protect  himself;  neither  did  he  want  to  be  pointed 
at  with  the  finger  of  scorn  as  tax  dodger.  He  only  desired 
assurance  that  this  credit  was  not  taxable,  and  when  he  was 
given  it  the  money  was  forthcoming.  What  would  have  been 
the  result  if  the  law  had  made  it  impossible  to  secure  this  loan  ? 
The  mill  would  have  failed;  it  would  have  carried  with  it 
other  business  concerns;  families  would  have  suffered  and  some, 
perhaps,  might  have  become  public  charges.  The  difference  in 
that  locality  to-day  is  the  difference  between  prosperity  and 
poverty. 

Another  evil,  and  a  growing  one,  that  this  exemption  law  has 
cured,  was  the  custom  of  large  interest,  such  as  public  service 
corporations,  large  timber  interests  and  others  appearing  before 
boards  of  equalization  and  courts  of  equity  with  the  showing 
that  the  failure  to  list  for  assessment  the  large  amount  of  credits 
existing  in  the  State  made  their  taxes  higher.  On  this  show- 
ing reductions  were  frequently  made.  This  only  intensified 
the  inequality  of  property  values  that  could  be  reached. 

I  will  exempt  your  patience  from  further  tax  of  other  concrete 
illustrations. 

The  benefits  flowing  from  this  enactment  are  evidenced  in 
many  ways.     Assessors  report  that  returns  are  more  freely  made 
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of  personal  property  since  the  inquisitorial  method  of  seeking 
for  the  invisible  has  been  eliminated. 

A  custom  has  prevailed  among  depositors  in  Washington  of 
withdrawing  their  money  from  the  banks  shortly  prior  to 
assessing  time  and  sending  it  out  of  the  State  in  order  to  avoid 
the  payment  of  taxes.  One  of  the  immediate  and  injurious 
results  of  this  policy  was  a  temporary  stringency  and  the  cur- 
taihng  of  bank  accommodations  to  the  business  community. 
Bank  disturbances  from  this  cause  are  unknown  since  the 
repeal  of  the  tax  with  a  resulting  gain  that  diffuses  itself  among 
all  trades  and  calUngs. 

Theory  and  speculation  no  longer  enter  into  the  discussion 
of  the  question  as  to  whether  or  not  the  exemption  of  credits 
from  taxation  lowers  the  interest  rate.  That  it  does  has  been 
demonstrated  as  a  fact.  In  addition  to  this  there  is  now  no  ma- 
terial difference  between  the  rate  of  interest  in  Washington  and 
the  money  centers  of  the  East  on  prime  loans,  while  under 
former  conditions  there  existed  a  difference  in  favor  of  the  East 
of  from  2  to  3  per  cent. 

Washington  being  the  first  State  to  declare  for  free  money, 
received  favorable  advertising  in  financial  journals  throughout 
the  civiUzed  world  commenting  upon  our  scientific  legislation. 
Money  has  come  into  Washington  in  such  a  flood  that  the 
per  capita  has  already  reached  $125,  and  it  is  an  open  question 
whether  other  sections  can  make  as  good  a  showing.  The 
school  districts  of  Washington  are  now  placing  their  bonds 
at  an  average  interest  of  4.5  against  5.5  per  cent  formerly 
prevailing,  a  saving  which  appeals  directly  to  the  common 
people. 

While  money  conditions  in  other  sections  of  the  United  States 
are  referred  to  as  unsettled,  Washington  is  unusually  prosperous. 
The  wage-earner  now  has  no  fear  of  the  tax  collector,  and  is 
banking  his  savings  —  an  evidence  of  encouraged  thrift.  The 
exemptions  of  credits  from  taxation  is  not  entitled  to  all  of  the 
praise  for  these  favorable  conditions,  but  it  has  proved  a  con- 
siderable factor  in  bringing  them  about. 

To  our  Canadian  brothers:  Let  me  congratulate  you  upon 
your  fear,  reverence  and  respect  for  the  law. 

Talking  to  my  countrymen,  I  would  be  derelict  in  duty  if  I 
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did  not  at  this  time,  and  at  all  proper  times,  call  attention 
to  our  growing  disrespect,  if  not  contempt,  for  the  law.  Statis- 
ticians inform  us  that  there  are  eight  times  as  many  crimes 
committed  in  the  United  States,  according  to  population,  as 
there  are  in  Canada,  while  the  proportion  convicted  is  much 
more  unfavorable  to  the  United  States. 

You  naturally  ask  what  this  has  to  do  with  the  subject  of 
taxation:  much  more  than  appears  on  the  surface.  Schemes 
to  defeat  the  tax  laws  are  considered  good  business  qualities, 
and  the  achievement  is  a  subject  openly* boasted  of  at  the  family 
fireside  by  laymen  and  professional  men  alike.  The  misde- 
meanor of  sprinkling  the  lawn  after  hours  is  carefully  guarded 
from  the  children,  but  not  so  the  violation  of  a  sacred  oath. 
This  disrespect  for  our  laws  teaches  the  youth  of  our  land  to 
look  less  seriously  upon  crime,  and  creates  distrust  of  our 
courts  and  other  institutions.  The  disrespect  and  contempt 
for  revenue  laws  must  breed  like  contempt  for  all  laws.  Con- 
tempt for  all  law  is  anarchy. 

I  have  consulted  with  the  oldest  inhabitant,  and  he  fails  to 
recall  an  instance  where  there  has  been  a  prosecution  for  false 
returns  of  property,  notwithstanding  it  is  denominated  perjury 
on  the  statute  books  from  the  Atlantic  to  Puget  Sound.  The 
oath  to  make  a  full  and  complete  return  of  all  property  is  as 
sacred  as  the  oath  taken  by  the  juror  to  true  deliverance,  made 
when  he  enters  the  jury  box  to  pass  upon  the  guilt  or  innocence 
of  one  accused  of  crime.  How  well  it  is  observed  can  be  as- 
certained by  consulting  the  records  and  files  in  the  several 
States.     The  oath  is  a  failure. 

Do  you  wish  to  resort  to  the  thumbscrew  and  rack?  The 
"  evil  that  men  do  lives  after  them  " ;  "  like  begets  like."  No 
complaint  can  be  made  if  the  offspring  of  law  breakers  practice 
the  more  dignified  crime  of  train  robbery.  We  boast  of  our 
firm  national  character.  If  this  national  character  is  to  be 
enduring,  beware  of  the  insidious  encroachments  of  disrespect 
for  the  law  which   is  being  nurtured  by  false  tax  laws. 

I  say  to  you,  as  I  said  to  the  Washington  legislature:  Ap- 
proach this  subject  in  a  manly  way,  and  without  bias;  read  the 
conditions  as  they  exist,  and  if  uniformity  and  morality  are 
perverted,  repeal  the  law  and,  if  necessary,  the  constitution. 


NOTE 

The  Paper  on  "  Canadian  Methods  of  Taxing  Corporations," 
by  Professor  James  Mavor,  University  of  Toronto,  Toronto, 
Ontario,  was  withheld  for  revision,  and  was  received  by  the 
Committee,  on  Publications  too  late  for  insertion  in  its  proper 
place.     It  will  be  found  at  page  585. 
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Professor  John  H.  Gray  (Minnesota) :  I  wish  to  say  a  word 
in  regard  to  Mr.  Easterday's  paper,  which  I  regard  as  very 
valuable  and  highly  instructive.  The  remark  that  a  good  citi- 
zen is  drawn  from  Ohio  to  Washington  has  different  bearings. 
I  wonder  if  the  good  State  of  Washington  learned  their  mode 
of  action  from  the  New  Jersey  corporation  law.  (Laughter.) 
Now,  I  conceive  that  that  sort  of  thing  can  be  justified  only  on 
one  principle,  that  is,  that  the  particular  thing  they  did  was  a 
thing  that  ought  to  be  done  all  over  the  country;  and  if  they 
cannot  get  the  other  fellow  to  do  it,  then  they  will  let  the  other 
fellow  take  his  chance  on  the  result.  It  leads  me  to  have  more 
hope  of  this  Association  in  bringing  together  the  common 
sentiment,  which  I  trust  in  the  not  very  remote  future  will 
bring  about  a  more  specific  official  attempt  to  create  uniformity 
among  the  States.  I  don't  expect  to  have  that  brought  about 
in  a  day  or  a  year.  Another  remark  that  struck  me  was  that 
if  you  have  reduced  the  rate  of  interest  in  Washington  to  that 
in  vogue  on  the  Atlantic  seaboard,  you  adopted  rather  violent 
means  to  level  up.  I  submit  that  in  a  new  community  in  which 
the  population  is  sparse,  the  markets  less  well  known,  the 
development  so  far  behind  older  communities,  the  material 
resources  less  surveyed  and  assayed,  and  also  where  the  spirit 
of  enterprise  is  naturally  greater  and  more  rampant  and  a 
little  more  daring  —  I  do  not  mean  that  in  an  offensive  sense, 
but  rather  commend  it  —  the  risk  is  a  little  greater ;  therefore 
the  rate  of  interest  should  be  a  little  higher.  I  would  not 
attempt  to  equalize  the  rate  as  between  New  England  and 
Washington  by  one  single  act.     I  think  it  may  react. 

Mr.  Wm.  H.  Corbin  (Connecticut) :  Connecticut  also  has  a 
four-mill  rate  on  choses  in  action  similar  to  that  of  Pennsyl- 
vania and  Maryland,  which  allows  the  holders  to  register  such 
securities  with  the  treasurer  and  pay  a  four-mill  rate  per  year, 
and  they  are  exempt  locally  in  the  hands  of  the  holders. 

Professor  Hammond  :  I  would  like  to  say  a  word  in  regard 
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to  Professor  Bullock's  paper,  because  the  idea  which  he  ex- 
presses for  the  practical  result  is  one  which  undoubtedly  a 
number  of  our  commonwealths  are  tending  toward,  and  it 
seems  to  me  it  is  a  serious  error.  If  this  Tax  Conference  is  to 
stand  for  reform,  the  reform  should,  of  course,  have  reference 
to  something  that  is  practicable,  but  it  should  be  in  accordance 
with  something  that  is  sound  in  principle.  If  the  exemption 
of  intangible  personalty  is  sound  in  principle,  that  principle 
would  be  violated  by  placing  a  tax  upon  it,  whether  it  be  low 
or  high.  If  you  could  prove  that  an  intangible  personalty 
could  be  reached  by  means  of  a  low  tax,  it  seems  to  me  that  the 
obvious  and  logical  conclusion  for  those  who,  he  says,  are  now 
prejudiced  against  the  exemption,  would  be  to  say,  "  Why  not 
tax  it  at  the  full  rate  to  which  all  other  property  is  subject?" 
As  a  matter  of  fact,  the  exemption  of  personal  property  is  not 
only  a  good  practical  measure,  but  we  may  advance  arguments 
for  it  not  only  on  the  ground  that  it  has  been  difficult  to  reach, 
but  on  the  ground  that  the  exemption  is  sound  in  principle.  The 
great  mass  of  intangible  personal  property  does  not  really  exist. 
It  is  true  that  intangible  personal  property  may  be  owned, 
but  the  great  mass  of  intangible  personalty  or  investments 
rests  on  a  credit  relation,  and  is  already  taxed;  and  if  that 
property  is  already  taxed  at  its  full  rate,  it  means  nothing  more 
nor  less  than  double  taxation  to  tax  on  personalty  in  addition 
to  the  other  property.  All  you  need  to  do  is  to  run  through 
the  classes  of  personal  property.  Stocks  and  bonds  are  taxed 
in  a  corporation,  but  if  the  corporation  is  taxed  on  the  basis 
of  property,  or  on  the  basis  of  income  at  a  fair  rate,  why  again 
try  to  reach  the  stocks  and  bonds?  Mortgages  are  nothing 
but  credits  on  the  real  estate  or  other  tangible  property.  Here, 
again,  is  the  double  relation.  The  gentleman  from  Washington 
has  already  pointed  out  that  the  deposits  in  banks  are  nothing 
but  credits;  and  it  seems  to  me  that  this  Tax  Conference  would 
make  a  mistake  if,  for  the  sake  of  securing  a  tax  on  intangible 
personal  property,  it  should  commit  itself  to  the  unsound  prin- 
ciple of  a  double  tax.  The  argument  Professor  Bullock  raises, 
as  to  the  income  tax  and  the  tax  on  property  abroad,  does  not 
hold  true.  The  reason  tax  reformers  recommend  that  tax  is 
that  income  from  real  property  should  be  taxed  at  a  higher  rate 
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than  incomes  from  personalty.  Perhaps  one  way  of  reaching 
that,  not  the  best  way,  is  to  have  a  low  tax  on  property  as  well 
as  a  tax  on  income. 

Dr.  W.  I.  Chamberlain  (Ohio) :  It  seems  to  me  Professor 
Hammond  is  wrong  in  his  point.  Taxation  of  one  quarter  of 
one  per  cent  is  not  double  taxation.  That  one  quarter  of 
one  per  cent  is  charged  on  mortgages  and  matters  of  that 
kind  because  of  the  benefit  they  may  and  do  receive  from 
access  to  our  courts  —  the  record,  the  defense,  the  protec- 
tion—  and  it  is  not  a  tax;  it  is  a  fee  on  recording,  a  fee 
for  the  access  to  the  courts  and  the  protection  of  the  govern- 
ment. It  seems  to  me  it  is  not  at  all  double  taxation, 
and  I  think  that  this  Conference  may  properly  put  itself  on 
record  in  favor  of  this  feasible  plan,  because  it  is  not  double 
taxation,  because  it  recognizes  the  principle  that  that  mort- 
gage has  already  been  taxed  in  the  property,  the  realty, 
on  which  it  rests.  I  believe  that  Professor  Hammond  is  wrong 
in  that  respect,  and  that  Professor  Bullock  is  entirely  correct. 
I  say  this  as  a  practical  man  who  has  had  very  much  to  do  with 
taxation,  and  with  theoretical  taxation,  both  as  president  of 
the  Iowa  State  College  for  a  number  of  years,  where  it  was  my 
duty  to  investigate  and  teach  questions  along  the  moral  lines 
and  the  practical  lines  both,  and  as  Secretary  of  Agriculture  in 
Ohio  for  a  number  of  years  also. 

Professor  Adam  Shortt  (Ontario) :  There  is  just  one  point 
there  to  which  I  would  like  to  draw  attention,  and  that  is  the 
characteristic  change  which  has  come  in  the  form  of  property 
and  the  value  of  it  in  modern  times.  It  seems  to  me  to  lie 
at  the  root  of  the  distinction  between  tangible  and  intangible 
property.  In  the  older  days  there  was  little  or  nothing  that 
would  return  a  man  a  revenue  except  tangible  property.  You 
could  always  point  to  the  concrete  property  from  which  he 
derived  an  income.  But  in  the  development  of  society,  and 
the  enlargement  of  the  rights  connected  with  that  tangible 
property,  there  grew  up  other  property  which  afforded  an  in- 
come, and  nowadays,  of  course,  we  have  that  in  its  largest  form 
in  the  shape  of  franchises.  If  one  man  invests  $100,000  in 
land  and  derives  a  revenue  from  the  product  of  that  land,  and 
another  man  invests  $100,000  in  a  franchise  —  which  is  the 
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right  to  do  something,  but  cannot  be  actually  fastened  on  any 
given  property,  in  proportion  to  its  value  at  any  rate,  though 
of  course  incidentally  it  may  use  certain  bits  of  property  — 
the  man  may  obtain  a  much  handsomer  income  and  revenue 
in  return  for  services  rendered  on  the  basis  of  the  franchise 
than  it  does  on  the  basis  of  the  land.  It  would  not  be  fair  to 
exempt  the  franchise  from  taxation  on  the  ground  that  you 
could  get  at  it  on  the  tangible  forms,  because  you  cannot  do 
so.  You  may  up  to  a  certain  percentage  in  some  cases,  and  to 
a  higher  or  lower  percentage  in  others.  For  instance,  in  a  rail- 
road company  there  is  an  immense  amount  of  tangible  property 
connected  with  the  right  of  transportation  and  the  right  of 
obtaining  revenue  therefor  in  return  for  the  services  rendered; 
but  in  insurance  companies  and  banks,  and  so  on,  there  may 
be  comparatively  little  tangible  property  in  proportion  to  the 
value  of  the  property  as  a  basis  of  income.  If,  therefore,  we  look 
at  the  matter  from  the  basis  of  income,  and  consider  how  much 
either  the  tangible  or  intangible  produces,  that  surely  is  the 
best  basis  for  taxation,  because  a  man  cannot  pay  taxes  on 
what  will  not  produce  revenue,  and  he  can  pay  taxes  on  what 
will  produce  revenue.  In  that  way  we  may  get  a  principle 
which,  I  think,  if  followed  out  —  the  principle  of  property  as 
the  basis  of  income  in  return  for  services  that  you  can  get  — 
it  strikes  me  is  fairly  uniform  and  practicable  as  a  system  of 
taxation.  The  principle  requires  a  good  deal  of  following  out, 
and  incidentally  I  should  like  to  say  that  while  I  agree  with 
the  writer  of  the  last  paper  (Mr.  Easterday)  that  credits  can- 
not be  legitimately  taxed,  I  would  dissent  from  a  great  deal 
of  the  argument  by  which  he  supported  that  principle. 

Professor  Bullock:  I  should  like  to  make  it  clear  that  in 
preparing  the  paper  I  had  no  thought  of  any  attempt  being  made 
to  commit  this  Association  to  anything  like  a  specific  proposi- 
tion of  the  nature  of  a  three-  or  four-mill  tax  on  any  property. 
I  believe  that  it  will  l>e  very  desirable  for  this  Association  to 
go  very  slow  in  committing  itself  to  definite  proposals  of  that 
character.  In  regard  to  the  suggestion  by  Professor  Hammoiid 
that  in  defending  the  three-mill  tax  I  based  my  defenso  solely 
on  grounds  of  expediency  and  approved  of  a  thing  that  was 
incorrect  in  principle,  I  wish  to  dissent  in  regard  to  the  incor- 
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rectness  of  the  principle  involved.  Of  course  I  suppose  that 
our  friends,  the  single  taxers,  would  say  that  nobody  has  any 
duty  whatever  in  the  matter  of  paying  taxes  to  society  except 
in  so  far  as  they  own  the  land;  but  for  those  who  are  not 
single  taxers  the  question  is  not  so  simple,  and  there  are  vari- 
ous principles  between  which  we  have  to  get  some  kind  of  a 
compromise  or  reconciliation.  Now,  the  proposal  to  put  all 
taxes  upon  tangible  property,  and  not  to  tax  securities  or  evi- 
dences of  indebtedness  at  all,  and  to  have  all  taxes  paid  where 
property  is  located,  and  to  exempt  all  persons  from  responsi- 
bility for  paying  taxes  in  the  jurisdictions  where  they  live  and 
enjoy  the  blessings  of  government  but  do  not  happen  to  own 
property  —  that  is  not  a  solution  that  meets  all  the  require- 
ments of  theory.  That  is  merely  a  practical  compromise  which 
departs  more  or  less  from  the  requirements  of  theory.  In 
strict  theory,  I  suppose,  as  I  said  in  the  paper,  a  tax  should  be 
divided.  I  am  not  committing  myself  absolutely  on  that.  If 
it  were  possible,  if  conditions  were  ideal,  if  most  of  the  tax  — 
three  quarters  or  four  fifths  —  could  go  where  the  property  is 
located  and  the  balance  could  go  to  the  place  where  the  owner 
Uves,  perhaps  the  requirements  of  strict  theory  would  be  met, 
although  I  am  not  committing  myself  absolutely  on  that  point. 
But  we  cannot  get  such  agreements.  We  have  got  to  adopt 
some  kind  of  a  rough  compromise. 

I  referred  to  the  income  taxes  of  European  countries.  In 
nearly  all  cases,  so  far  as  I  remember,  they  do  involve  double 
taxation  of  foreign  investments  by  citizens  of  those  countries 
at  some  such  rate  as  would  be  involved  in  a  three-  or  four-mill 
tax.  The  form  of  the  tax  is  not  material,  whether  it  is  an  in- 
come tax  or  tax  on  securities;  it  is  the  amount  of  taxation; 
it  is  the  amount  of  the  tax  actually  demanded.  So  that  in 
defense  of  the  plan  of  a  three-  or  four-mill  rate  I  intended  to 
suggest  merely  that  that  was  not  a  greater  departure  from 
the  strict  demands  of  theory  than  the  other  proposal,  totally 
to  exempt  evidences  of  ownership  and  put  all  taxes  on  things 
where  they  are  located. 

Mr.  a.  C.  Pleydell  (New  Jersey) :  One  of  the  greatest 
causes  of  trouble  in  our  tax  laws  is  the  use  of  inexact  terms,  or 
terms  that  cover  several  different  subjects  and  meanings,  and 
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that  keep  our  courts  busy  in  interpretation,  and  we  are  going 
a  little  at  cross-purposes  through  the  use  of  a  word  on  which 
we  are  not  agreed  in  discussion  —  the  word  "  intangibles."  We 
in  the  East,  —  and  I  think  Professor  Bullock  was  largely  speak- 
ing from  that  point  of  view,  —  in  speaking  of  the  question  of 
taxation  or  low  rates  of  taxes  on  intangible  property,  mean 
those  paper  evidences  such  as  notes  and  bonds  and  stocks  and 
mortgages  that  simply  carry  an  evidence  of  ownership  or  of  a 
divided  interest  in  property.  But  I  find  in  conversation  with 
various  administrators  throughout  the  West  that  they  use 
that  term,  "intangible  property,"  very  much  —  and  particu- 
larly in  the  subject  which  is  now  under  discussion  —  to  mean 
those  franchise  or  privilege  values  that  attach  to  public  ser- 
vice corporations.  Now,  when  we  are  talking  in  the  East  of  a 
four-mill  rate  on  intangible  property,  we  do  not  mean  that  we 
there  wish  to  dissociate,  in  a  steam  railroad  for  example,  the 
difference  between  its  cost  of  construction  and  its  value  as  a 
going  concern.  We  believe  that  so-called  intangible  or  franchise 
value  can  be  reached  for  taxation  by  some  method,  either  as 
in  our  special  franchise  legislation,  or  attaching  that  value 
directly  to  the  real  estate,  or  as  in  the  case  of  steam  railroads 
and  similar  corporations  in  New  York,  by  a  gross  earning  tax 
supplemental  to  the  real  estate  tax  based  on  the  actual  cost  of 
construction. 

Our  object  in  wanting  thiB  low  rate  of  taxation  on  what  we 
have  in  mind  by  the  term  intangible  property  is  to  avoid 
taxing  the  three  things,  that  is  to  say,  the  real  estate  of  a  steam 
railroad  through  our  real  estate  tax  locally;  the  privilege  value 
or  intangible  value,  as  you  might  call  it,  through  our  gross 
earnings  tax;  and  in  addition  trying  to  tax  the  shares  or 
other  evidences  of  the  interest  of  ownership  in  a  railroad 
(which  we  call  intangibles)  in  the  hands  of  the  holders.  I 
think  that  if  that  difference  in  ideas  and  points  of  view  was 
kept  in  mind,  it  would  do  away  with  a  little  of  the  cross- 
purposes  that  have  seemed  to  me  evident  in  some  of  the  later 
discussions. 

Mr.  Easterday:  I  want  to  take  issue  with  the  gentleman 
from  Ohio  (Dr.  Chamberlain)  and  to  say  that  I  speak  from 
experience  also  —  in  this,  however,  that  by  dint  of  hard  enter- 
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prise  through  a  mortgage  foreclosure  I  have  succeeded  in 
whittling  off  several  pieces  of  land  on  the  mortgagee.  What- 
ever this  tax  is,  it  is  paid  by  the  borrower,  whether  it  be  big 
or  whether  it  be  little.  All  through  the  Western  States,  in  the 
writing  of  this  mortgage,  a  clause  is  incorporated  to  the  effect 
that  not  only  the  attorney's  fees  of  a  certain  amount  shall  be 
included  in  the  event  of  foreclosure,  but  that  all  assessments, 
whether  special  or  general,  and  taxes,  shall  be  paid  by  the  mort- 
gagor. I  doubt  whether  there  is  a  State  in  the  Union  in  which 
that  clause  is  not  in  force.  Now,  then,  if  that  be  true,  — 
you  are  still  gouging  the  poor  man  upon  the  same  principle 
that  when  you  have  a  cinder  in  your  eye  that  is  irritating  very 
much,  your  physician  would  remove  nine  tenths  of  it,  but 
leave  the  other  one  tenth  in.  We  must  look  at  these  things 
in  a  practical  way.  These  questions  are  to  be  weighed  not 
as  we  theorize  here,  but  as  the  thing  actually  works  out  when 
the  papers  are  drawn  up  and  the  old  farmer  and  his  good  wife 
go  and  sign  them.  The  test  is,  How  does  it  work  out  ?  If  it 
works  out  the  way  I  say  it  does,  I  hold  we  should  not  tax  them 
any  part,  big  or  little.     (Applause.) 

Mr.  F.  a.  Derthick  (Ohio) :  It  all  depends  on  the  point 
of  view.  May  I  give  a  little  experience?  Here  are  two  boys 
whose  father  has  a  modest  farm.  James  goes  to  his  father 
and  says :  "  I  don't  want  to  be  a  farmer ;  it  is  irksome ;  and  if 
you  and  John  will  furnish  me  the  money  for  a  college  education, 
I  will  never  ask  for  an  acre  of  this  farm;  you  may  have  it." 
They  mortgage  the  farm  and  borrow  the  money,  and  the  boy 
proves  to  be  worth  educating;  he  has  got  spurs  in  his  blood. 
I  know  that  boy.  He  could  not  afford  to  be  a  President  of 
the  United  States  to-day  as  far  as  salary  is  concerned.  He 
was  worth  educating.  Yet  in  all  those  years  he  has  never 
been  obliged  to  pay  a  penny  of  taxes  direct.  What  about 
John  on  the  farm?  He  still  owes  that  mortgage.  He  has 
been  paying  taxes  all  these  years,  not  only  on  what  he  owns 
but  on  what  he  owes  for.  I  agree  with  Professor  Bullock  and 
with  Dr.  Chamberlain,  my  associate  from  Ohio,  that  that  man 
in  the  city  had  better  pay  a  little  income  tax.  Get  at  him 
somewhere.     (Applause.) 
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INHERITANCE  TAX  LAWS 

By  William  H.  Corbin 
State  Tax  Commissioner,  Hartford,  Conn. 

While  recently  there  has  been  a  remarkable  increase  in  the 
number  of  the  inheritance  tax  laws  adopted,  and  a  marked 
development  along  certain  lines,  the  taxation  of  inheritances 
has  been  in  use  in  some  form  or  other  since  the  earliest  times. 
In  Rome  a  tax  of  this  nature  was  imposed  at  the  beginning  of 
the  empire;  in  the  Middle  Ages  also,  a  similar  tax  was  exacted 
for  the  privilege  of  succession  to  property. 

"  When  the  Constitution  of  the  United  States  was  adopted, 
death  duties  had  been  in  use  in  England,  as  well  as  elsewhere, 
and  were  an  established  mode  of  taxation  known  to  the  people, 
who,  in  the  exercise  of  the  sovereignty  vested  in  them,  enacted 
that  fundamental  law.  The  imposition  of  death  duties  must 
therefore  have  been  included  in  the  broad  power  of  taxation 
granted  to  the  legislature  by  the  Constitution." 

"Soon  after  the  organization  of  the  federal  government 
Congress  imposed  death  duties,  and  has  used  this  mode  of  taxa- 
tion at  intervals  until  the  present  time.  The  same  mode  of 
taxation  has  been  practiced  by  many  of  the  State  legislatures." 

"Such  laws  have  been  frequently  attacked  as  unconstitu- 
tional, but  their  vaUdity  is  too  firmly  estabUshed  by  many 
decisions  to  be  now  questioned.  It  is  sufficient  to  refer  to  the 
leading  case  of  Knowltonvs.  Moore,  178  U.S.  41.  In  the  opinion 
announced  by  Mr.  Justice  White,  the  whole  subject  is  discussed 
with  exhaustive  fullness,  and  the  proposition  that  death  duties 
are  an  established  mode  of  taxation  and  clearly  within  the  power 
of  taxation  granted  to  the  legislature  is  demonstrated."  (Judge 
Hamersley  in  Nettleton's  Appeal,  76  Conn.  241.) 

The  inheritance  tax  to-day  is  found  in  Australasia,  Austria, 
Belgium,  British  Provinces,  Canada,  Denmark,  England, 
France,  Germany,  Greece,  Holland,  Italy,  Portugal,  Russia, 
Spain,  Sweden,  Switzerland  and  the  United  States.  In  several 
of  these  countries,  the  rates  are  highly  progressive,  particularly 
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in  some  of  the  Canadian  Provinces,  in  the  Australian  Colonies, 
the  Swiss  Cantons,  France,  Germany  and  England.  "As  a 
rule,  the  more  democratic  the  country,  the  more  developed  the 
tax." 

The  first  attempt  by  the  federal  government  to  tax  inheri- 
tances was  contained  in  the  Stamp  Act  of  July,  1797.  This 
tax  was  graduated  from  25  cents  to  $1  on  amounts  from  $50  to 
$500  with  exemption  to  widows,  children  and  grandchildren, 
and  was  levied  on  legacies  and  shares  of  personal  estates  in 
excess  of  $50.     This  was  repealed,  however,  July  1,  1802. 

The  War  Revenue  Act  of  July,  1862,  imposed  a  legacy  tax 
on  the  succession  to  personal  property,  and  a  stamp  tax  on  pro- 
bates of  wills  and  letters  of  administration.  The  former  was 
graduated  from  |  of  1  per  cent  on  bequests  to  near  relatives,  to 
5  per  cent  on  collateral  beneficiaries.  The  surviving  husband 
and  wife  were  exempt,  and  the  tax  was  on  the  amount  of  the 
estate  in  excess  of  $1000. 

In  June  30,  1864,  an  act  went  into  effect,  increasing  the 
legacy  tax  and  adding  a  succession  tax  on  real  estate.  These 
taxes  were  graduated  from  1  per  cent  to  6  per  cent.  In  the  next 
year,  the  act  was  amended,  and  wives  only  were  exempted. 
The  legacy  and  succession  taxes  were  repealed  on  October  1, 
1870,  and  the  probate  and  administration  taxes  two  years  later. 

The  income  tax  bill  of  August  27,  1894,  included  the  taxation 
of  property  acquired  by  gift  or  inheritance.  This  act,  however, 
was  declared  unconstitutional  by  the  United  States  Supreme 
Court. 

The  War  Revenue  Act  of  June  30,  1898,  provided  for  a  tax 
on  legacies  and  distributive  shares  of  personal  property,  and 
was  graduated  according  to  relationship  and  amount;  the  rate 
being  from  f  of  1  per  cent  to  5  per  cent,  and  increasing  from  1^ 
per  cent  on  estates  of  $25,000  to  a  maximum  rate  of  15  per  cent 
on  estates  of  $1,000,000.     This  law  was  repealed  April  12,  1892. 

The  taxes  as  outlined  above  were  placed  solely  for  revenue 
purposes  in  time  of  war. 

On  April  14,  1906,  President  Roosevelt  promulgated  an  en- 
tirely new  theory  for  which  the  inheritance  tax  should  be  used ; 
namely,  the  limitation  of  "enormous  fortunes."  He  recom- 
mended the  adoption  of  a  progressive  inheritance  tax  on  all 
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fortunes,  so  graduated  that  it  would  be  impossible  for  the 
owner  of  an  immense  fortune  to  pass  on  more  than  a  certain 
amount  to  any  one  individual. 

While  the  limitation  of  gigantic  fortunes  in  some  reasonable 
way  may  be  desirable,  and  while  a  fair  contribution  to  the 
public  treasury  in  return  for  the  safeguarding  of  the  vested 
interests  which  have  made  such  a  fortune  possible  is  a  reason- 
able democratic  principle,  nevertheless,  the  discussion  of  a 
large  part  of  that  subject  is  foreign  to  the  scope  of  this  paper. 

In  1780,  England  adopted  a  tax  on  receipts  from  legacies  of 
personal  property,  and  in  1796  it  was  made  a  tax  on  the  transfer 
itself,  graduated  from  2  per  cent  to  6  per  cent  for  relatives. 

In  1774,  the  Irish  Parliament  imposed  a  probate  tax,  and 
Scotland  a  similar  one  in  1804,  under  the  name  of  "  inventory 
duty."  In  1853,  a  law  was  passed  by  England  taxing  the  suc- 
cession to  real  estate,  and  various  changes  have  been  made  since 
that  time  until  1907,  the  date  of  the  last  act.  The  succession 
duties  are  of  three  kinds:  estate  duty,  or  a  tax  on  the  estate 
in  general;  legacy  duty,  where  the  property  is  restricted  to 
personal  property;  succession  duty,  which  taxes  real  property. 
The  rates  are  graduated  and  progressive  from  1  per  cent  to  23 
per  cent  for  estates  from  $100  to  $3,000,000. 

The  first  real  inheritance  tax  laws  in  Canada  were  passed  in 
1892,  by  four  provinces  —  New  Brunswick,  Nova  Scotia,  On- 
tario and  Quebec.  In  1893,  Manitoba  followed.  At  the  present 
time  nine  provinces  have  inheritance  tax  laws,  all  graded  and 
progressive.  The  lineal  rates  are  from  1  per  cent  to  10  per  cent 
with  exemptions  from  $5000  to  $50,000.  The  collateral  rate 
is  progressive  from  2^  per  cent  to  15  per  cent  on  amounts  in 
excess  of  from  $2000  to  $800,000. 

Five  provinces,  Alberta,  Manitoba,  Nova  Scotia,  Ontario 
and  Saskatchewan,  include  tax  limitation  provisions  in  their 
laws,  and  one,  Ontario,  has  a  reciprocal  clause. 

The  first  State  in  the  Union  to  levy  an  inheritance  tax  was 
Pennsylvania  in  1826,  a  collateral  tax  which  has  practically 
remained  in  operation  to  the  present  date.  In  1828,  the  legis- 
lature of  Louisiana  passed  a  law  taxing  foreign  heirs.  Vir- 
ginia passed  a  collateral  inheritance  tax  in  1844,  with  a  2  per 
cent  rate  on  estates  in  excess  of  $250.    In  1845,  Maryland  passed 
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a  collateral  inheritance  tax  of  2^  per  cent  on  estates  in  excess 
of  $500.  North  Carolina  in  1847  passed  an  inheritance  tax 
law  of  1  per  cent  on  personal  property  in  excess  of  $200  in  value, 
and  on  real  estate  in  excess  of  $300.  In  1855,  this  was  gradu- 
ated according  to  relationship  from  1  per  cent  to  brothers  and 
sisters,  to  3  per  cent  to  strangers,  with  an  exemption  to  lineal 
descendants.  Alabama  in  1848  passed  a  law  taxing  at  a  2  per 
cent  rate  every  bequest  of  personal  property  and  real  estate 
passing  to  other  than  near  relatives.  In  1869,  Delaware  passed 
an  inheritance  tax  law  with  a  rate  of  3  per  cent  for  all  collateral 
relatives.  Nearly  every  year  since  that  time,  an  inheritance 
tax  law  has  been  passed  in  some  State  in  the  Union.  Many, 
however,  have  been  repealed,  mostly  on  constitutional  grounds, 
80  that  in  1892  there  were  only  nine  States  which  had  in  their 
statutes  an  inheritance  tax  in  any  form;  namely,  Connecti- 
cut, Delaware,  Maryland,  Massachusetts,  New  Jersey,  New  York, 
Pennsylvania,  Tennessee  and  West  Virginia.  The  next  year, 
four  more  States  were  added  to  the  list,  and  others  have  fol- 
lowed, until  at  present  thirty-six  States  derive  some  of  their 
revenue  from  inheritances. 

All  of  the  States,  except  Alabama,  Florida,  Georgia,  Indiana, 
Kansas,  Oklahoma,  Mississippi,  Nevada,  Rhode  Island  and 
South  Carolina,  tax  inheritances  to  some  extent.  Of  the 
five  territories,  only  Hawaii  and  Porto  Rico  have  such  a  law. 
Sixteen  States  tax  only  estates  passing  to  collateral  beneficiaries, 
the  lowest  rates  of  which  are  2  per  cent  in  North  Dakota  and 
2\  per  cent  in  Maryland,  while  all  of  the  others  are  5  per  cent. 
The  usual  exemption  in  these  States  is  $500,  although  in  five 
States  there  is  no  exemption  whatever.  Inheritances  passing 
to  both  direct  and  collateral  beneficiaries  are  taxed  in  twenty 
States  in  the  Union. 

The  lowest  lineal  rate  is  ^  of  1  per  cent  in  Connecticut,  and 
the  highest  is  5  per  cent  in  Minnesota  and  Utah.  In  most  of 
the  States  the  rate  is  1  per  cent.  The  usual  exemption  to 
widows  and  minor  children  is  $10,000,  although  in  two  States 
it  is  $2000;  in  two  others  $20,000;  and  in  one  other  $25,000 
under  certain  conditions.  The  collateral  rate  varies  from  i^ 
per  cent  to  15  per  cent,  and  the  exemptions  from  $100  in  Michi- 
gan and   Wisconsin,  to  $25,000  in  North  Dakota,  the  usual 
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exemption  being  $500  with  a  maximum  of  $2000.  This  latter 
exemption  is  found  only  in  the  thirteen  States  which  have 
adopted  the  progressive  plan. 

This  progressive  method  is  applied  to  both  direct  and  col- 
lateral beneficiaries  in  California,  Idaho,  Massachusetts,  Min- 
nesota and  Wisconsin,  while  in  Colorado,  Illinois,  Nebraska, 
North  Carolina,  Oregon,  South  Dakota,  Texas  and  Washington 
it  applies  only  to  distant  relatives  and  collateral  heirs.  In 
Minnesota  and  Utah,  the  rate  and  exemption  is  the  same  for 
lineal  and  collateral  beneficiaries.  In  Iowa  and  Washington, 
the  collateral  inheritance  tax  of  non-resident  aliens  is  25  per 
cent. 

The  history  of  the  Succession  Tax  Law  in  the  State  of  Con- 
necticut is  interesting  as  showing  the  development  of  the  theory 
of  the  taxation  of  intangible  property  held  by  estates  of  non- 
resident decedents,  and  the  reciprocal  and  retaliatory  legislation 
in  connection  therewith. 

The  first  inheritance  tax  law,  that  of  1889,  provided  a  tax 
of  5  per  cent  upon  the  transfer  of  property  by  will,  inheritance 
or  deed  to  a  collateral  heir  on  an  amount  in  value  above  the 
sum  of  $1000. 

"  This  act  was  a  condensed  reproduction  of  an  Act  passed  by 
the  legislature  of  New  York  in  1885,  and,  in  substantially  the 
same  form  adopted  by  our  legislature,  was  enacted  by  the  legis- 
lature of  Massachusetts  in  1891.  In  New  York,  soon  after 
1885,  the  legislature  made  various  alterations  resulting  in  the 
specified  imposition  of  a  transfer  tax  upon  the  personal  property 
found  within  the  State  belonging  to  non-resident  decedents, 
as  well  as  a  tax  upon  the  devolution  of  all  personal  property 
belonging  to  resident  decedents.  Somewhat  similar  changes 
were  made  by  the  legislature  of  Massachusetts  soon  after  the 
passage  of  the  Act  of  1891."      (Gallup's  Appeal,  76  Conn.  619.) 

In  1897,  the  Connecticut  legislature  repealed  the  act  of 
1889,  and  substituted  a  new  act,  which  it  called,  "Providing 
for  a  Succession  Tax,"  specifying  that,  "On  all  such  estates 
(in  excess  of  $10,000)  any  property  within  the  jurisdiction  of 
this  State,  and  any  interest  therein,  whether  tangible  or  in- 
tangible, and  whether  belonging  to  parties  in  this  State  or  not, 
which  shall  pass  by  will  or  by  inheritance  laws  of  this  State  to 
near  relatives  or  lineal  descendants  shall  be  liable  to  a  tax  of 
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^  of  1  per  cent,  and  any  such  estate  passing  to  collateral  bene- 
ficiaries shall  be  liable  to  a  tax  of  3  per  cent  of  its  value." 

In  1901,  a  minor  amendment  was  passed,  which  exempted 
certain  specific  gifts,  paintings  and  other  works  of  art,  made  to 
any  corporation  or  institution. 

The  court  states :  "  This  death  duty  is  not  a  tax  upon  property 
nor  upon  persons.  The  duty  is  not  computed  upon  the  amount 
of  the  property  valued.  After  the  valuation  of  all  the  property 
inventoried,  the  Act  contemplates  a  subtraction  from  this  sum 
of  the  amount  of  the  decedent's  debts;  a  subtraction  from  this 
remainder  of  the  amount  of  the  costs  and  charges  of  adminis- 
tration; a  subtraction  from  this  remainder  of  the  sum  of 
$10,000;  a  subtraction  from  this  remainder  of  the  value  of 
certain  bequests  for  public  benefit ;  and  the  computation  of  the 
amount  of  the  duty  upon  the  mathematical  balance  thus  re- 
maining."    (Gallup's  Appeal,  76  Conn.  620.) 

Considering  the  amount  of  the  tax,  and  the  size  of  the  exemp- 
tion, this  law  was  certainly  a  very  liberal  one. 

Under  the  act  of  1897,  as  amended,  the  Supreme  Court  held 
that  the  personal  property  in  Connecticut  of  a  non-resident 
decedent  was  not  subject  to  the  tax. 

In  construing  the  law,  the  court  stated:  There  should  be 
included  in  the  estate  subject  to  the  tax,  the  net  proceeds  of  a 
decedent's  land  situated  in  the  taxing  State,  and  in  case  the 
decedent  was  domiciled  in  the  taxing  State,  but  not  otherwise, 
of  all  his  personal  property.  Again,  it  is  a  settled  principle 
of  the  law,  that  the  disposition  and  distribution  of  and  succes- 
sion to  personal  property,  wherever  situated,  is  to  be  governed 
by  the  laws  of  that  State  where  the  owner  had  his  domicile  at 
the  time  of  his  death,  and  that  our  act  is  framed  in  view  of  the 
existing  law  of  domicile  in  relation  to  this  subject.  Our  law 
specifically  includes  within  its  range,  the  beneficial  interest  in 
all  personal  property  of  a  domiciled  decedent,  and  excludes  the 
personal  property  of  non-resident  decedents  within  our  limits. 
(Gallup's  Appeal,  76  Conn.  620.) 

The  fact  that  New  York  State  taxed  shares  of  stock  of  New 
York  corporations  when  physically  without  the  State,  and  held 
by  estates  of  Connecticut  decedents,  made  such  an  impression 
upon  our  citizens,  both  in  respect  to  the  imposition  of  double 
taxation,  and  because  the  practice  was  so  contrary  to  the  liberal 
procedure  in  Connecticut,  that  the  legislature  in  1903  amended 
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the  inheritance  tax  act,  by  substituting  the  words,  "  by  inheri- 
tance" for  the  words,  "by  the  inheritance  laws  of  this  State," 
and  added  a  reciprocal  provision. 

The  court  further  says:  "The  legislature  of  1903  amends 
Section  2368  by  striking  out  the  words  'by  the  inheritance 
laws  of  this  State '  and  inserting  in  lieu  thereof  the  words  *  by 
inheritance."  Having  thus  removed  the  bar  erected  by  the 
original  Act,  against  the  use  of  any  of  its  provisions  for  imposing 
a  transfer  tax  on  personal  property  of  non-residents,  it  proceeds 
to  authorize  such  a  transfer  tax  and  to  prescribe  the  machinery 
for  its  collection,  coupling  this,  however,  with  instructions  to 
the  treasurer  not  to  collect  such  transfer  tax  in  any  case  where 
the  decedent  resided  in  a  State  which  does  not  collect  transfer 
or  succession  taxes  from  personal  property  therein  'belonging 
to  the  estates  of  Connecticut  decedents.'  The  amendment 
recognizes  the  justice  of  the  scheme  adopted  in  the  original  Act, 
and  attempts  its  modification  only  so  far  as  may  be  necessary 
to  add  to  the  force  of  example  the  influences  of  reciprocity." 
(Gallup's  Appeal,  76  Conn.  627.) 

Under  this  statute,  therefore,  shares  of  stock  of  Connecticut 
corporations  held  by  estates  of  New  York  and  Massachusetts 
decedents,  and  certain  other  States,  were  taxed  in  Connecticut 
in  accordance  with  the  reciprocal  provision  of  the  act  of  1903. 

In  1905,  the  legislature  repealed  this  feature  of  the  act  of 
1903,  and  the  tax  mentioned  above  was  collected  from  estates 
of  all  non-resident  decedents,  where  the  value  of  the  property 
constructively  in  the  State  of  Connecticut  exceeded  in  amount, 
$10,000.  This  apparent  approval  of  the  principle  of  double 
taxation  is  mitigated  somewhat  by  the  fact,  that  the  exemption 
of  $10,000  as  allowed  by  this  State,  applied  to  collateral  as  well 
as  lineal  bequests ;  the  usual  exemption  of  the  former  in  other 
States  being  $500.  In  addition,  all  estates  had  the  benefit  of 
the  total  exemption,  regardless  of  the  proportional  relation 
between  the  property  constructively  in  the  State  of  Connecticut, 
and  the  total  value  of  the  estate;  the  result  being  that  non- 
residents secured  for  the  small  amount  of  property  construc- 
tively in  that  State  the  same  exemption  which  was  allowed  to 
estates  of  Connecticut  decedents,  the  entire  amount  of  which 
passed  under  the  probate  laws  of  this  State,  and  was  subject 
to  the  tax. 

The  fact,  that  shares  of  stock  of  Connecticut  corporations 
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are  considered  constructively  in  this  State,  regardless  of  their 
physical  location,  has  caused  some  comment  by  attorneys,  and 
others  in  States  where  this  practice  does  not  obtain. 

The  Honorable  Marcus  H.  Holcomb,  Attorney-General  of 
the  State  of  Connecticut,  in  an  opinion  to  the  Tax  Commissioner 
advising  that  the  shares  of  the  capital  stock  of  Connecticut  cor- 
porations, wherever  held,  are  within  the  jurisdiction  of  this  State, 
and  subject  to  the  transfer  tax,  writes  as  follows,  referring 
particularly  to  the  Massachusetts  case  in  question: 

"If  the  personal  property  to  which  your  inquiry  pertains  is 
'within  the  jurisdiction  of  this  State,'  it  is  subject  to  the  transfer 
tax  imposed  by  the  statute,  and  it  is  obviously  within  the  juris- 
diction of  this  State  if  it  requires  some  act  of  the  corporation 
which  issued  said  stocks  and  bonds  to  transfer  the  title 
thereto. 

" '  The  stock  is  transferable  only  on  the  books  of  the  corpora- 
tion.'    (Chapter  194,  Sec.  21,  PubUc  Acts  of  1903.) 

" '  Stock  in  a  corporation  for  the  purpose  of  an  attachment 
has  its  situs  where  the  corporation  is  located.'  (Winslow  vs. 
Fletcher,  53  Conn.  394.) 

"  *  Corporate  rights  and  shares  in  a  corporation  are  within  the 
jurisdiction  of  the  State  for  purposes  of  attachment  in  a  legal 
action.'     (General  Statutes,  Sec.  833.) 

" '  And  such  shares  may  be  levied  upon  and  sold  on  an  execu- 
tion issued  in  any  such  action.'     (General  Statutes,  Sec.  915.) 

"The  transfer  tax  statute  of  Massachusetts  is  practically 
the  same  as  our  own,  and  provides  that  the  tax  shall  be  imposed 
on  — '  All  property  within  the  jurisdiction  of  the  Common- 
wealth and  any  interest  therein,  whether  belonging  to  the  in- 
habitants of  the  Commonwealth  or  not,  and  whether  tangible 
or  intangible.' 

"This  statute  was  construed  in  Greves  vs.  Shaw,  173  Mass. 
205.  It  was  therein  held  that  stock  in  corporations  organized 
under  the  laws  of  Massachusetts,  and  of  national  banking 
corporations  in  Massachusetts,  is  property  within  the  juris- 
diction of  that  Commonwealth,  within  the  meaning  of  the 
statute,  and  was  subject  to  the  tax. 

"  Facts  similar  to  those  embraced  in  your  question  were 

Biased  upon  in  the  case  of  Moody  vs.  Shaw,  reported  in  173 
088.  375.  One  Sherman  died  domiciled  in  Maine,  owning 
stock  in  Boston  and  Albany  Railroad  Co.,  the  certificates  of 
which  stock  were  in  possession  of  the  deceased,  at  Bangor, 
Me.,  at  the  time  of  his  death.  The  B.  &  A.  R.  R.  Co.  was  in- 
corporated in  the  States  of  Massachusetts  and  New  York.     The 
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stock  was  held  to  be  taxable  in  Massachusetts.  The  court  says, 
pp.  377-378: 

" '  But  it  seems  to  us  enough  to  say  that  so  long  as  the  railroad 
holds  a  Massachusetts  charter,  so  long  can  Massachusetts  pre- 
scribe the  payment  of  this  tax  as  a  condition  of  the  right  to  suc- 
ceed to  stock  issued  under  that  charter.  It  does  not  matter 
that  there  is  also  a  New  York  charter,  and  that,  as  things  are 
now,  stock  issued  under  one  is  also  stock  under  the  other.  The 
fact  that  it  is  so  is  a  privilege  granted  by  the  two  States  recipro- 
cally. But  whenever  either  State  has  an  interest  in  distinguish- 
ing between  the  two  franchises,  it  has  a  right  to  do  so.' 

"  I  advise  you  that  the  shares  of  the  capital  stock  in  question 
are  within  the  jurisdiction  of  this  State  and  subject  to  the 
transfer  tax  imposed  by  Section  2368  of  our  statutes,  as 
amended." 

In  1907,  the  opposition  to  double  taxation,  however,  and  the 
desire  to  cooperate  with  any  State  whose  laws  did  not  tax 
certain  property  owned  by  Connecticut  decedents,  caused  suflB- 
cient  public  opinion  to  bring  about  the  passage  of  a  revised 
inheritance  tax  statute.  This  law,  Chapter  179  of  the  Public 
Acts  of  1907,  provides  for  the  taxation  of  "  All  real  estate  and 
tangible  personal  property,  including  moneys  on  deposit,  within 
this  State;  all  intangible  personal  property,  including  bonds, 
securities,  shares  of  stock  and  choses  in  action  the  evidences 
of  ownership  of  which  shall  be  actually  within  this  State; 
shares  of  the  capital  stock  or  registered  bonds  of  all  corporations 
organized  and  existing  under  the  laws  of  this  State  the  certificates 
of  which  stock  or  which  bonds  shall  be  without  this  State,  where 
the  laws  of  the  State  or  country  in  which  such  decedent  resided 
shall,  at  the  time  of  his  decease,  impose  a  su^ession,  inheritance, 
transfer  or  similar  tax  upon  the  shares  of  the  capital  stock  or  regis- 
tered bonds  of  all  corporations  organized  or  existing  under  the 
laws  of  such  State  or  country  held  under  such  conditions  at  their 
decease  by  residents  of  this  State." 

The  practical  application  of  the  retaliatory  feature  of  this 
new  law  is  determined  by  the  laws  in  other  States  and  coun- 
tries, and  the  practices  which  there  obtain. 

The  wording  of  the  inheritance  tax  statutes  in  many  of  the 
States  is  very  indefinite  and  ambiguous,  especially  in  the  pos- 
sible interpretation  of  the  expression,  "all  property  within 
the  jurisdiction  of  this  State."      Hence,  a  proper  execution  of 
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the  Connecticut  statute  requires  official  information  from  the 
different  States,  as  to  the  practice  which  is  there  followed. 
Correspondence  with  officials  of  the  taxing  and  legal  depart- 
ments of  all  the  States  in  the  Union  has  resulted  in  definite  in- 
formation as  to  the  taxation  of  intangible  personal  property, 
when  physically  without  these  States,  and  held  by  estates  of 
non-resident  decedents. 

Fourteen  States  and  Territories  have  at  present  no  inheritance 
tax  law,  and  therefore  no  tax  is  imposed  by  Connecticut  on 
shares  of  stock  or  registered  bonds  of  her  corporations  when 
held  by  estates  of  decedents  of  Alabama,  Alaska,  Arizona,  Dis- 
trict of  Columbia,  Florida,  Georgia,  Indiana,  Kansas,  Missis- 
sippi, Nevada,  New  Mexico,  Oklahoma,  Rhode  Island  and 
South  Carolina. 

It  is  the  practice  in  the  following  States  to  levy  an  inheritance 
tax  only  on  the  property  of  resident  or  non-resident  decedents, 
which  is  physically  within  the  State;  namely,  Arkansas,  Cali- 
fornia, Hawaii,  Idaho,  Kentucky,  Louisiana,  Maine,  Minnesota, 
Missouri,  Montana,  Nebraska,  North  Carolina,  North  Dakota, 
Ohio,  Oregon,  Pennsylvania,  Porto  Rico,  South  Dakota,  Ten- 
nessee, Texas,  Utah,  Virginia,  Washington,  West  Virginia  and 
Wisconsin.  The  Connecticut  retaliatory  provision  is  also  not 
operative  against  these  States. 

Eight  States  tax  the  shares  of  capital  stock  of  domestic  cor- 
porations, when  held  by  noii-resident  decedents,  and  physically 
without  the  State,  but  do  not  tax  bonds  of  such  corporations; 
namely,  Colorado,  Illinois,  Iowa,  Maryland,  Massachusetts, 
New  Jersey,  New  York  and  Wyoming. 

Connecticut,  therefore,  retaliates  by  taxing  the  shares  of 
stock  of  her  corporations  when  held  in  a  similar  manner  by 
estates  of  decedents  who  are  residents  of  these  States. 

The  official  letters  giving  this  information  are  as  follows: 

Treasury  Department, 

Denver,  Nov.  12,  1007. 

Ck)LORADO.  "   ...  it  is  not  the  practice  of  this  State 

to  collect  a  succession  tax  on  registered 
bonds  of  corporations  organized  under  the 
laws  of  our  State  held  by  estates  of  deceased 
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non-residents  when  such  bonds  are  actually 
at  the  domicile  of  the  decedent  or  elsewhere 
without  our  State." 

(Signed)  Alfred  E.  Bent, 

State  Treasurer. 

By  G.  G.  Withers,  Deputy. 

Auditor  of  State, 
Denver,  April  13,  1908. 

"Your  letter  to  Alfred  E.  Bent,  State 
Treasurer  (relative  to  capital  stock)  was 
handed  to  me  by  him  for  answer,  and  I  will 
say  in  following  the  New  York  rule  the  tax 
should  be  collected ;  but  as  we  cannot  follow 
up  this  matter  as  closely  as  they  do,  on  ac- 
count of  our  inadequate  laws  and  office 
force,  we  have  had  to,  so  far,  let  it  go  by. 
But  are  in  hopes  soon  to  be  able  to  collect 
all  taxes  that  are  coming  to  the  State." 
(Signed)  W.  M.  Morse, 

Inheritance  Tax  Clerk. 

Office  of  Attorney-General, 

Springfield,  Sept.  30,  1907. 

Illinois.  "You   ask  whether  it  is  the  practice  in 

Illinois  to  collect  a  succession  tax  on  regis- 
tered bonds  of  corporations  organized  under 
the  laws  of  this  State  by  estates  of  deceased 
non-residents  when  such  bonds  were  actually 
at  the  domicile  of  the  decedent,  or  elsewhere 
without  this  State.  I  would  state  that,  so 
far  as  I  am  advised,  it  is  not  the  practice 
in  this  State  to  proceed  for  or  collect  a  tax 
under  the  facts  above  stated." 

April  6,  1908. 

"This  department  insists,  however,  that 
shares  of  stock  of  Illinois  corporations,  the 
certificates  of  stock  of  which  are  held  and 
owned  by  a  non-resident  decedent  at  the 
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time  of  his  death,  although  such  certificates 
are  physically  without  the  State,  are  subject 
to  an  inheritance  tax  in  this  State." 

(Signed)  W.  H.  Stead,  Attorney-General. 


Treasury  Department, 
Des  Moines,  Sept.  30,  1907. 

Iowa.  "   ...  in  which  you  ask  if  we  undertake 

to  collect  a  succession  tax  on  registered 
bonds  of  corporations  organized  under  the 
laws  of  our  State  where  the  bonds  are  held 
by  estates  of  deceased  non-residents,  when 
such  bonds  are  actually  at  the  domicile 
of  the  decedent  or  elsewhere  without  your 
State,  will  say  we  do  not  undertake  to  collect 
a  tax  under  such  circumstances,  ..." 

April  2,  1908. 

"...  We  collect  a  tax  upon  the  stock 
held  in  Iowa  corporations  by  non-residents 
of  this  State." 

(Signed)  W.  W.  Morrow,  Treasurer  of  State. 

Q.  A.  Willis,  Deputy. 

*  Treasury  Department, 
Office  of  the  State  Tax  Commissioner , 

Annapolis,  September  25,  1907. 

Maryland.  "...  there  is  no  succession  tax  collected 

in  this  State  on  the  class  of  bonds  referred 
to  by  you." 

April  1,  1908. 

"...  the  shares  of  the  capital  stock  of 
Maryland  corporations  held  by  non-resident 
decedents  are  taxable  in  this  State  at  the 
situs  of  the  corporation." 

(Signed)  Buchanan  Schley, 

State  Tax  Commissioner. 
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Massachusetts. 


New  Jersey. 


Office  of  Tax  Commissioner, 

Boston,  Mar.  11,  1908. 

"With  respect  to  registered  bonds  of 
such  corporations  so  held,  it  is  at  present 
the  opinion  of  the  Attorney-General  that 
they  are  not  liable  to  the  tax.  With  respect 
to  shares  of  capital  stock  of  Massachusetts 
corporations  so  held,  by  decision  of  the 
Supreme  Court  of  this  State  they  are  held 
to  be  within  the  provisions  of  our  law  and 
taxable." 

(Signed)  Charles  A.  Andrews, 

Acting  Tax  Commissioner. 

Office  of  the  Comptroller  of  the 

Treasury,  Trenton,  Dec.  23,  1907. 

"  Capital  stock  of  a  New  Jersey  corporation 
standing  in  the  name  of  a  deceased  resident 
of  the  State  of  Connecticut  is  subject  to  the 
provisions  of  our  collateral  inheritance  tax 
laws,  and  is  taxable  upon  transfer,  provided, 
of  course,  it  or  the  proceeds  go  to  persons 
who  are  subject  to  taxation  under  the  pro- 
visions of  our  laws." 

(Signed)  J.  Willard  Morgan,  Comptroller. 

D. 

March  6,  1908. 

"Under  an  opinion  of  the  Attorney- 
General  of  this  State,  bonds  of  New  Jersey 
corporations  owned  by  non-resident  de- 
cedents are  not  subject  to  collateral  inheri- 
tance tax  in  New  Jersey." 

(Signed)  Henry  J.  West,  Comptroller. 

D. 


New  York. 


Comptroller's  Office, 

Albany,  September  24,  1907. 

"...  under  the  Transfer  Tax   Law   of 
this  State  no  tax  is  levied  upon  bonds  of 


184  STATE  AND   LOCAL  TAXATION 

New  York  corporations  owned  by  non- 
residents when  such  bonds  are  physically 
without  the  State  at  the  time  of  decedent's 
death." 

March  6,  1908. 

"...  our  courts  have  held  that  stock 
of  a  New  York  corporation  which  a  non- 
resident may  own  at  the  time  of  his  death 
is  subject  to  transfer  tax,  although  the  cer- 
tificates representing  such  stock  may  have 
been  kept  by  the  decedent  at  his  domicile 
or  at  some  other  place  without  the  State  of 
New  York." 

(Signed)  Martin  H.  Glynn,  Comptroller. 

Office  of  Attorney-General, 

Cheyenne,  April  21,  1908. 

Wyoming.  "Tax   payable   to   proper   county   upon 

transfer.  If  not  paid,  corporation  making 
transfer  becomes  liable  thereof.  See  my 
letter  18th  quoting  statute.  No  judicial 
construction   reported." 

(Signed)  W.  E.  Mullen, 

Attorney-General. 

Besides  Connecticut,  there  are  three  other  States  which  tax 
shares  of  stock  and  bonds  of  their  corporations  under  certain 
conditions,  when  physically  without  the  State ;  namely,  Michi- 
gan, New  Hampshire  and  Vermont.  Connecticut's  retaliatory 
provision  therefore  taxes  the  shares  of  stock  and  bonds  held  in 
a  similar  manner  by  decedents  of  these  States. 

The  official  letters  follow : 

Auditor  General's  Department, 

Lansing,  Sept.  25,  1907. 

Michigan.  "   ...  it  is  our  custom  to  assess  a  tax 

upon  the  transfer  of  such  bonds,  whether 
they  are  actually  at  the  domicile  of  dece- 
dent or  clsowiicre  within  or  without  the 
State  of  Michigan." 
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April  1,  1908. 

"  ...  it  is  our  practice  to  impose  a 
tax  upon  the  shares  of  the  capital  stock  of 
Michigan  corporations  when  held  by  non- 
resident decedents  and  physically  without 
the  State." 

(Signed)  James  B.  Bradley, 

Auditor  General. 


New  Hampshire. 


Office  State  Treasurer, 
Legacy  Tax  Dept., 

Concord,  Nov.  11,  1907. 

"  ...  we  have  come  to  the  con- 
clusion that  the  transfer  of  registered 
bonds  is  subject  to  taxation  under  our 
statute  and  the  Attorney-General  has  so 
ruled." 


March  31,  1908. 

"  ...  we  tax  transfers  of  shares  of  do- 
mestic corporations  belonging  to  the  estates 
of  non-residents,  without  reference  to 
the  physical  location  of  the  certificates  of 
stock." 

(Signed)  Solon  A.  Carter,  Treasurer, 

By  Jos.  S.  Matthews. 

D. 


Vermont. 


Office  of  Attorney-General, 

Brattleboro,  April  25,  1908. 

"...  leads  me  to  construe  Sections  876 
and  877  of  the  Public  Statutes  of  Vermont 
that  registered  bonds  of  Vermont  corpora- 
tions are  subject  to  the  five  per  cent 
transfer  tax,  even  though  the  bond  were 
actually  at  the  domicile  of  the  decedent 
without  this  State  at  the  time  of  the  decease. " 


186  STATE  AND   LOCAL  TAXATION 

April  30,  1908. 

"  My  opinion  letter  25th  registered  bonds 
Vermont  corporations  applies  as  well  to 
capital  stock." 

(Signed)  Clarke  C.  Fitts, 

Attorney-General. 

In  justice,  however,  to  Connecticut,  it  is  only  fair  to  state 
that  she  has  endeavored  to  carry  out  in  practice  the  principle 
of  interstate  comity  to  this  extent.  The  Connecticut  Supreme 
Court  in  Lockwood  vs.  Weston,  61  Conn.,  page  211,  has  held  that 
shares  of  stock  in  foreign  corporations  held  by  its  residents 
should  be  taxed  only  when  they,  in  fact,  were  not  taxed  else- 
where, it  being  assumed  that  such  stocks  were  taxed  where 
located. 

Progressive  rates  with  possible  duplicate  taxation  in  other 
States  make  a  maximum  tax  limitation  with  some  kind  of  a 
reciprocal  feature  very  desirable.  If  there  is  a  disposition  to 
avoid  double  or  even  triple  taxation,  to  an  extent  which  amounts 
almost  to  confiscation,  some  such  provision  is  necessary.  A 
repetition  of  a  15  per  cent  maximum  rate,  with  the  possibility 
of  an  additional  federal  inheritance  tax,  certainly  has  the 
definite  effect  of  reducing  a  fortune,  but  it  passes  beyond  the 
ordinary  bounds  of  taxation,  and  becomes  almost  an  extreme 
socialistic  appropriation.  - 

The  tax  limitation  principle  has  been  in  operation  in  some 
of  the  Provinces  of  Canada  for  several  years,  and  may  now  be 
found  in  the  succession  duty  acts  of  Alberta,  British  Columbia, 
Manitoba,  Nova  Scotia,  Ontario  and  Saskatchewan.  In  the 
United  States  the  adoption  of  this  and  the  reciprocal  feature 
is  quite  recent,  and  at  the  present  time  may  be  found  in  some 
form  only  in  the  statutes  of  Connecticut,  Massachusetts,  Ver- 
mont and  West  Virginia,  all  of  which  were  passed  at  the  last 
legislative  sessions. 

The  most  notable  features  of  these  acts  are  as  follows: 

AtnERTA  AND  Sa8-       "  If  any  legacy  or  succession  duty  has  been 
KATCUEWAN.  paid  on  any  moval)le  or  personal  property 

locally  situate  without  the  Territories  else- 
where tlum  in  the  Territories,    no  further 
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Tax  limitation. 


Ontario. 


Tax  limitation  and 
reciprocal    provi- 
sion. 


Manitoba      and 
Nova   Scotia. 


Tax  limitation. 


duty  in  respect  of  it  shall  be  imposed  be- 
yond the  amount,  if  any,  for  which  the 
estate  would  be  liable  in  respect  of  such 
property  in  excess  of  the  amount  paid." 
(Ordinances  of  Northwest  Territories, 
Chap.  5,  Sec.  5,  Par.  7,  and  Alberta  and 
Saskatchewan.) 

"  Where  any  property  locally  situate  out 
of  Ontario  or  any  interest  therein  as  afore- 
said shall  have  paid  any  estate,  succession 
or  legacy  duty  or  tax  elsewhere  than  in 
Ontario,  an  allowance  for  the  amount  so 
paid  shall  be  made  by  this  Province,  and  the 
property  upon  which  such  duty  or  tax  has 
been  paid  elsewhere  shall  be  subject  to  the 
payment  of  such  portion  only  of  the  succes- 
sion duty  provided,  as  will  equal  the  differ- 
ence between  the  duty  payable  under  this 
Act  with  respect  to  property  in  Ontario,  and 
the  duty  or  tax  so  paid  elsewhere;  pro- 
vided that  allowance  for  any  estate,  suc- 
cession or  legacy  duty  or  tax  payable 
elsewhere  than  in  Ontario  shall  be  made 
under  this  subsection  only  as  to  any  country, 
State  or  British  Province  or  possession  where 
an  allowance  is  made  for  the  succession 
duty  paid  under  this  Act  on  property  situ- 
ate in  Ontario,  passing  on  the  death  of  any 
person  domiciled  elsewhere  than  in  Ontario." 

(Succession  Duty  Act,  page  8.) 

"But  if  any  succession  or  legacy  duty 
or  tax  has  been  paid  upon  such  property 
elsewhere  than  in  Manitoba,  and  such 
duty  or  tax  is  equal  to  or  greater  than 
the  duty  payable  on  property  in  this  Prov- 
ince, no  duty  shall  be  payable  thereon 
in  this  Province;  and  if  the  duty  or  tax 
so  paid  elsewhere  is  less  than  the  duty 
payable  on  property  in  this  Province, 
then  the  property  upon  which  such  duty  or 
tax  has  been  paid  elsewhere  shall  be  sub- 
ject to  the  payment  of  such  portion  only 
of  the  succession  duty  provided  for  in  the 
preceding  subsections  of  this  section  as 
will  equal  the  difference  between  the  duties 
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Massachusetts. 


Tax  limitation 
and  reciprocal 
feature. 


Vermont. 


payable  under  this  Act  with  respect  to 
property  in  the  Province  of  Manitoba  and 
the  duty  or  tax  so  paid  elsewhere." 

"  Property  of  a  resident  of  the  common- 
wealth which  is  not  herein  at  the  time  of 
his  death  shall  not  be  taxable  under  the 
provision  of  this  act  if  legally  subject  in 
another  State  or  country  to  a  tax  of  like  char- 
acter and  amount  to  that  hereby  imposed,  and 
if  such  tax  be  actually  paid  or  guaranteed 
or  secured  in  accordance  with  law  in  such 
other  State  or  country;  if  legally  subject 
in  another  State  or  county  to  a  tax  of  like 
character  but  of  less  amount  than  that 
hereby  imposed,  and  such  tax  be  actually 
paid  or  guaranteed  or  secured  as  aforesaid, 
such  property  shall  be  taxable  under  this 
act  to  the  extent  of  the  difference  between 
the  tax  thus  actually  paid,  guaranteed  or 
secured,  and  the  amount  for  which  such  prop- 
erty would  otherwise  be  liable  hereunder. 
Property  of  a  non-resident  decedent  which  is 
within  the  jurisdiction  of  the  commonwealth 
at  the  time  of  his  death,  if  subject  to  a  tax 
of  like  character  with  that  imposed  by  this 
act  by  the  law  of  the  State  or  country  of  his 
residence,  shall  be  subject  only  to  such  por- 
tion of  the  tax  hereby  imposed  as  may  be  in 
excess  of  such  tax  imposed  by  the  laws  of 
such  State  or  country;  provided,  that  a 
like  exemption  is  made  by  the  laws  of  such 
other  State  or  country  in  favor  of  estates 
of  citizens  of  this  commonwealth,  but  no 
such  exemption  shall  be  allowed  until  such 
tax  provided  for  by  the  law  of  such  other 
State  or  country  shall  be  actually  paid, 
guaranteed  or  secured  in  accordance  with 
law." 

(Taxation  of  Legacies  and  Succession, 
Massachusetts.) 

"If  an  inheritance,  transfer,  succession, 
legacy  or  a  similar  tax  has  been  lawfully 
paid  to  another  State  or  to  a  government 
other  than  the  United  States,  for  or  on 
account  of  a  legacy,  distributive  share  or  a 
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West  Virginia. 


Tax  limitation 
and  reciprocal 
clause. 


Tax  limitation.  part  thereof  decreed  subsequent  to  De- 
cember ninth,  nineteen  hundred  and  four, 
by  a  probate  court  of  this  State,  to  a  legatee 
or  heir  liable  to  the  tax  imposed  by  section 
eight  hundred  and  twenty-two,  such  legatee 
or  heir  shall  be  liable  to  pay  to  this  State 
under  the  provisions  of  such  section  only 
such  part  of  the  tax  therein  imposed  as 
will  make  the  entire  tax  both  within  and 
without  this  State,  based  on  such  portion 
of  a  legacy  or  distributive  share  taxed  in 
such  other  State  or  government,  equal  to 
five  per  cent  of  the  total  value  thereof,  to 
be  determined  as  provided  in  this  chapter." 
(General  Laws  of  the  State  of  Vermont.) 

"  A  transfer  of  personal  property  of  a  non- 
resident decedent  which  is  within  this 
State  at  the  time  of  his  death,  if  subject  to 
a  tax  of  a  like  character,  with  that  imposed 
by  this  act,  by  the  law  of  the  State  or  country 
of  his  residence,  shall  be  subject  only  to 
such  portion  of  the  tax  hereby  imposed  by 
the  laws  of  such  State  or  country ;  provided, 
a  like  exemption  is  made  by  the  laws  of 
such  other  State  or  country  in  favor  of 
estates  of  citizens  of  this  State,  and  the 
transfer  thereof,  but  no  such  exemption 
shall  be  allowed  until  such  tax  provided 
for  by  the  law  of  such  other  State  or  country 
shall  be  actually  paid,  guaranteed  or  se- 
cured, in  accordance  with  law." 

(Inheritance  Tax  Laws  of  West  Virginia.) 

The  taxation  of  inheritances  should  be  reserved  entirely 
for  the  different  States  of  the  Union.  The  federal  government 
should  increase  its  revenue  from  other  sources  which  are  not 
available  for  State  purposes. 

So  far  as  the  States  of  the  Union  are  concerned,  the  purpose 
of  the  inheritance  tax  has  always  been  that  of  revenue  only, 
with  apparently  no  thought  of  any  property  limitation.  As  has 
been  well  said,  "  This  method  of  increasing  the  public  revenue 
is  wise,  simple  and  effective.  Wise,  because  it  does  not  touch 
private  property  during  the  life  of  the  owner,  and  thus  places 
no  burden  upon  business  activity;  simple,  because  the  tax  is 
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easily  ascertained  and  collected  while  estates  are  being  ad- 
ministered in  the  probate  court;  effective,  because  by  the 
application  of  progressive  rates,  it  adds  no  burden  to  the  poor, 
but  permits  those  who  have  much  to  contribute  to  the  govern- 
ment somewhat  in  proportion  to  their  ability  to  pay. 

''  It  invades  no  natural  rights.  It  violates  no  maxim  of  the 
law.  It  overleaps  no  constitutional  barriers.  It  is  neither 
revolutionary  nor  socialistic,  but  is,  on  the  contrary,  a  measure 
of  practical  wisdom  and  social  justice,  and  has  been  styled  an 
'institution  of  democracy.'"     (Phihp  S.  Post,  Jr.) 

Granting,  therefore,  that  the  inheritance  tax  is  a  reasonable 
and  desirable  form  of  revenue  for  the  States  and  Provinces,  and 
to  be  reserved  for  them,  the  spirit  of  absolute  fairness  and  inter- 
state comity  demands  that  the  estate  of  a  decedent  shall  pay, 
first,  a  reasonable  tax;  second,  one  that  is  definitely  fixed  and 
easily  computed ;  third,  a  tax  that  shall  be,  if  possible,  uniform 
in  the  different  States ;  especially  in  its  provision  relative  to  the 
taxation  of  intangible  property  held  by  estates  of  non-resident 
decedents.  In  addition,  the  safeguard  of  some  tax  limitation 
feature  should  also  be  provided.  Until,  however,  these  latter 
principles  can  be  better  understood  and  more  universally 
adopted,  it  seems  necessary  to  make  their  operation  retaliatory, 
with  the  expressed  stipulation  that  the  tax  shall  apply  only  to 
those  States  which  do  not  accord  the  desired  treatment  to  estates 
of  non-resident  decedents'holding  securities  of  their  corporations. 

The  inheritance  tax  should  be  levied  on  the  transfer  of  all 
tangible  property  having  an  actual  situs  within  the  State, 
and  on  all  intangible  property  of  a  resident  decedent,  wherever 
located;  following  the  principle  that  the  personal  property  of 
a  resident  decedent  should  be  taxed  at  his  domicile.  The  in- 
tangible personal  property  of  non-resident  decedents,  within  the 
jurisdiction  of  the  State,  theoretically  should  not  be  taxed,  but 
practically  until  such  a  statute  is  adopted  and  put  into  practice 
by  all  of  the  States  in  the  Union  having  inheritance  tax  laws, 
such  property  should  be  taxed  under  the  retaliatory  provision 
mentioned  above. 

Finally,  therefore,  inasmuch  as  the  inheritance  tax  is  a  death 
duty  imposed  by  the  States  solely  for  the  purpose  of  revenue, 
the  income  therefrom  should  be  as  large  as  can  be  reasonably 
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collected  without  actual  hardship  or  injustice  to  any  one. 
The  above  demands  seem  to  be  met  very  well  by  a  graded  and 
progressive  law  similar  to  that  of  Wisconsin.  The  tax  rate  on 
bequests  to  near  relatives  should  not  be  over  1  per  cent  with  an 
exemption  of  $10,000,  and  an  increase  to  3  per  cent  for  more 
distant  relatives,  and  the  tax  should  be  graduated  according  to 
the  relationship  of  the  beneficiary  and  computed  on  the  amount 
of  each  bequest.  To  collateral  relatives  and  strangers  of  the 
blood,  the  rate  should  begin  at  5  per  cent  with  an  exemption 
of  $500,  and  while  this  should  remain  the  same,  the  rate  should 
increase  for  the  excess  of  estates  beyond  certain  amounts, 
until  a  maximum  of  15  per  cent  is  reached  for  that  part  of  an 
estate  in  excess  of  $1,000,000.  Added  to  this,  as  a  safeguard 
against  extortion,  there  should  be  a  provision  similar  to  that  in 
the  Massachusetts  law,  limiting  the  total  amount  of  the  tax  in 
all  States  and  counties  to  that  provided,  and,  as  an  incentive 
to  its  adoption,  with  the  reciprocal  stipulation  that  the  limita- 
tion should  apply  only  to  those  States  and  countries  extending 
similar  interstate  courtesies. 

The  benefits  to  the  Provinces  and  States  in  general  would  be 
a  much-needed  increase  in  treasury  receipts;  a  definite  and 
fixed  tax  without  the  possibiUties  of  confiscation,  with  no  hard- 
ship, burden  or  injustice  to  any  one;  an  incentive  to  inter- 
state comity;  and  a  practical  application  of  the  fundamental 
principle  of  full  and  just  taxation,  as  affirmed  by  Adam  Smith, 
that  the  subjects  of  every  State  ought  to  contribute  towards  the 
support  of  the  government  as  nearly  as  possible  in  proportion 
to  their  respective  abilities. 

It  has  been  stated,  with  doubtful  application  to  modern 
times,  that  the  "  only  two  things  certain  are  death  and  taxes." 
However,  with  the  many  forms  of  tax  evasion  successfully  prac- 
ticed by  the  twentieth-century  property  holder,  almost  the  only 
particularly  certain  form  of  taxation  of  which  the  aforesaid 
aphorism  might  be  said  to  be  actually  true  is  the  inheritance 
tax.  No  one  has  yet  been  able  to  escape  the  "  Grim  Reaper," 
and  the  "death  duty"  should  follow  with  equal  certainty. 

The  following  table  gives  a  list  of  the  States  in  the  Union 
and  the  Provinces  of  Canada,  with  the  main  provisions  of  the 
inheritance  tax  laws,  if  any,  in  operation  at  this  time. 
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The  receipts  from  inheritance,  legacy  or  succession  taxes 
from  the  different  States,  from  the  latest  reports  of  the  last  fiscal 
year  ending  previous  to  October  1,  1908,  are  as  follows: 

Arkansas $450.00 

California 740,940.81 

Colorado 393,250.55 

Connecticut 278,370.76 

Delaware 1,244.70 

Idaho 5,000.00 

Illinois 458,428.20 

Iowa 188,286.49 

Kentucky 12,904.80 

Louisiana 146,944.13 

Maine 88,601.04 

Maryland 133,228.74 

Massachusetts 1,005,240.83 

Michigan 195,103.47 

Minnesota 43,454.56 

Missouri 248,847.16 

Montana 21,164.36 

Nebraska * 

New  Hampshire 80,469.42 

New  Jersey 241,480.60 

New  York 5,435,394.97 

North  Carolina 7,702.06 

North  Dakota 200.00 

Ohio » 

Oregon 12,247.89 

Pennsylvania 1,379,092.26 

South  Dakota 5,613.74 

Tennessee 68,619.00* 

Texas  .  * 

Utah      .'.'.'.'.'.'.'.'.'.  38,528.00 

Vermont        .         .         .         .    " 68,025.29 

Virginia 23,129.36 

Washington 56,284.71 

West  Virginia 95,013.46 

Wisconsin 245,653.32 

Wyoming 1,880.81 

Total $11,720,795.49 

'  Paid  to  counties.     No  etate  collection  of  tax. 

'  From  best  information,  law  not  generally  enforced. 

'  For  biennial  perio<l  ended  December  31,  190G. 

*  Law  effective  August  12,  1907.    No  payments  up  to  September  19,  1908. 


THE  TAXATION  OF  INHERITANCES 

By  S.  S.  Huebner 

Assistant  Professor  of  Commerce  and  Insurance,  University  of 
Pennsylvania 

Owing  to  its  rapid  adoption  in  all  but  a  few  of  the  civilized 
nations,  the  inheritance  tax  has  come  to  be  regarded  as  requir- 
ing no  defense.  Yet  the  economic  theories  advanced  for  its 
justification  are  numerous  and  of  varying  character.  In  some 
States  the  most  potent  argument  for  its  establishment  has  been 
the  back  tax  theory,  which  claims  for  the  State  the  right  to 
recover  from  the  heir,  by  way  of  taxation,  an  amount  of  prop- 
erty equivalent  to  the  taxes  which  have  been  evaded  by  the 
decedent  during  his  lifetime.  In  other  instances,  the  tax  is 
supported  as  a  means  of  limiting  "  swollen  fortunes"  or  in  bring- 
ing about  a  more  equitable  distribution  of  wealth ;  in  still  other 
cases,  that  the  State  is  justified  in  taxing  inheritances,  since 
they  represent  special  privileges  accruing  to  the  recipient,  and 
constitute  an  accidental  or  fortuitous  income  which  the  heir 
obtains  without  toil  or  service.  Again,  writers  advance  the 
theory  of  the  coheirship  of  the  State;  still  others,  that  it  is  a 
payment  for  protection;  while,  judging  from  the  statutes  of  the 
several  States  and  the  debates  preceding  the  enactment  of  those 
statutes,  the  chief  recommendation  for  the  tax  has  been  its 
revenue-producing  ability  coupled  with  the  ease  and  cheapness 
of  administration,  the  small  likelihood  of  evasion,  and  the  recog- 
nized right  of  the  State  to  regulate  inheritance  to  the  extent 
that  the  public  welfare  may  demand. 

Some  of  these  economic  theories  may  be  dismissed  with  few 
words,  since  they  are  fundamentally  unsound  for  a  proper  basis 
of  taxation.  The  shortcomings  of  the  back  tax  theory  must 
be  apparent,  although  it  has  had  more  popular  support  than 
any  other.     The  most  casual  observation  should  serve  to  show 
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the  impossibility  of  attempting  to  measure  the  evasion  of  the 
general  property  tax  during  life,  since  this  would  necessitate 
tracing  all  the  changes  in  the  form  and  value  of  the  estate  during 
the  Ufe  of  the  decedent.  The  burden  of  proof  would  be  on  the 
State,  and  to  approximate  even  the  semblance  of  justice,  the 
logical  application  of  the  argument  would  require  a  varying 
rate  (clearly  an  impossible  task)  for  different  estates. 

The  proposition  has  also  been  frequently  advanced,  even  in 
a  recent  presidential  message,  that  inheritance  taxation  should 
be  so  constructed  as  to  effect  a  more  general  distribution  of 
wealth.  The  progressive  feature  of  the  tax  has  appealed  to 
many  as  an  excellent  expedient  for  reducing  abnormally  large 
fortunes. 

To  accomplish  much  along  this  line  through  the  use  of  an 
inheritance  tax  would  require  at  least  the  adoption  of  a  15  to 
30  per  cent  rate  on  property  passing  to  direct  as  well  as  to  col- 
lateral heirs,  since  the  great  mass  of  property  passes  between 
immediate  relatives.  Aside  from  the  improbability  of  ever 
convincing  any  State  legislature  to  take  such  drastic  action, 
it  would  certainly  follow  that  such  a  law  would  defeat  itself  and 
would  lead  to  the  withdrawal  of  fortunes  to  a  State  more  lenient 
in  its  treatment,  and  if  necessary  to  withdrawal  from  the  coun- 
try altogether.  Such  a  tax,  to  be  practical,  must  be  applied 
without  reference  to  individuals,  and  the  innocent  accumulator 
of  a  fortune  would  suffer  with  the  dishonest  one,  and  legitimate 
industry  and  honest  investment  would  receive  a  severe  setback. 
Just  as  it  is  impossible  to  use  the  inheritance  tax  to  secure 
retribution  to  the  State  for  the  evasion  of  property  taxes,  be- 
cause it  is  impossible  to  follow  for  any  considerable  period  the 
varying  changes  in  form  and  value  of  an  estate,  so  it  is  impos- 
sible to  justly  regulate  the  size  of  fortunes  as  between  man  and 
man,  because  in  hardly  an  instance  can  it  be  shown  to  what 
extent  a  large  estate  is  not  honorably  obtained. 

In  whatever  way  we  regard  the  proposal  of  using  the  inheri- 
tance tax  for  social  reform,  we  cannot  help  reaching  the  conclu- 
sion that  it  is  a  clumsy  method  at  best.  Put  the  rate  high 
enough  to  dampen  a  man's  natural  ambition  to  accumulate  a 
fortune  l)eyond  a  certain  point,  or  make  it  impossible  for  him 
to  transfer  more  than  a  certain  amount  to  those  that  are  near- 
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est  and  dearest  to  him,  and  you  do  more  harm  than  good,  by 
limiting  the  honest  enterprise  which  has  made  this  country 
what  it  is. 

Many  large  fortunes  in  this  country,  it  is  true,  have  a  very 
questionable  foundation.  Some  of  them  have  been  obtained 
through  the  dishonest  management  of  corporations,  others 
through  the  ruthless  monopolization  of  articles  which  the  public 
must  consume,  or  through  the  acquisition  of  valuable  franchises 
for  a  mere  song;  still  others  by  obtaining  certain  favors,  such 
as  rebates  on  transportation  lines.  Still  another  class  of  for- 
tunes, in  my  opinion  the  majority,  have  had  their  inception  in 
the  control  of  the  security  market  and  by  virtue  of  the  fact  that 
owners  or  managers  of  large  corporations  have  inside  informa- 
tion. Approximately  $50,000,000,000  of  American  wealth  is 
represented  in  stocks  and  bonds  which  are  dealt  in  on  our  great 
exchanges.  Many  of  the  values  here  represented  are  seen  to 
rise  like  a  sky  rocket  in  booms  of  prosperity,  and  in  turn  to 
drop  as  suddenly.  Within  the  short  space  of  two  years,  begin- 
ning with  July,  1906,  we  have  seen  security  values  listed  on  the 
New  York  Exchange  alone  rise  approximately  $3,000,000,000 
in  value;  then  drop  approximately  $4,000,000,000  during  the 
year  1907;  and  then  rise  some  $2,500,000,000  in  the  first  eight 
months  of  1908.  Taking  one  shining  example  like  Union  Pacific 
Railroad  common  stock,  we  see  it  rise  during  this  period  from 
$138  to  $195,  then  drop  to  $100  in  1907,  and  again  rise  to  $168 
in  1908.  Because  of  the  general  prevalence  of  margin  trans- 
actions, the  present  intimate  connection  of  the  country's 
banking  system  with  the  security  market,  and  the  almost  un- 
limited means  of  big  men  to  manipulate  markets  upwards  and 
ruthlessly  tear  them  down  by  extensive  short  selling,  that  is, 
selling  shares  they  do  not  possess,  we  see  the  spectacle  every 
little  while  of  a  considerable  portion  of  the  accumulations  of 
the  middle  class  being  diverted  to  the  coffers  of  the  compara- 
tively few  who  do  things  and  know  things.  When  securities 
are  high  in  value  we  see  them  passing  from  the  few  who  know 
to  the  many  who  do  not  know,  and  when  they  are  low  we  see 
them  passing  from  the  many  who  do  not  know  to  the  few  who  do. 

What  could  an  inheritance  tax  do  to  regulate  or  keep  down 
fortunes  which  are  thus  obtained  ?     It  might  as  well  be  argued 
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that  if  the  rate  on  direct  heirs  is  made  unusually  heavy,  with 
this  object  in  view,  these  men  might  promptly  proceed  to  get 
even  with  the  State  by  increasing  their  fortunes  by  just  so  much 
more.  How  much  better  it  would  be  simply  to  make  the  inheri- 
tance tax  a  reasonable  tax,  thus  unhampering  legitimate  enter- 
prise, and  to  limit  its  functions  to  the  raising  of  a  substantial 
amount  of  revenue.  The  nation  has  been  thoroughly  aroused 
to  existing  abuses  in  our  business  life.  Much  has  already  been 
done  to  cure  corporate  abuses,  and  our  stock  and  produce  ex- 
changes are  already  under  investigation.  Surely  much  more 
will  be  accomplished  in  the  eradication  of  present  evils  if  legis- 
lation is  aimed  directly  at  the  causes,  instead  of  leaving  the 
causes  untouched,  and  seeking  to  mitigate  their  effect  through 
a  tax  whose  general  application  is  bound  to  punish  the  innocent 
and  guilty  alike. 

As  a  revenue  producer  the  inheritance  tax  is  not  only  fair, 
but,  if  I  may  quote  from  an  article  which  I  prepared  for  the 
Harvard  Quarterly  Journal  of  Economics  for  August,  1904: 

"  This  tax  is  of  special  significance  in  the  United  States  when 
considered  in  its  relation  to  the  growing  importance  of  State 
corporation  taxes.  If  we  recall  that  the  yield  in  the  United 
States  since  1885  has  shown  a  strong  tendency  to  double  once 
each  half  decade  and  that  there  is  still  the  possibility  of  a  great 
extension  before  approximating  the  foreign  inheritance  taxes, 
we  may  safely  conclude  that  the  wealthy  industrial  States  could 
in  the  near  future,  through  the  taxation  of  corporations,  fran- 
chises and  inheritances,  relinquish  the  general  property  tax 
exclusively  to  the  local  units,  and  thus  through  a  separation  of 
State  and  local  revenue  sources,  avoid  many  of  the  difficult 
administrative  problems  now  associated  with  the  general  prop- 
erty tax.  Such  an  extension  of  the  inheritance  tax  is,  at  least, 
if  for  no  other  reason,  justified  by  its  inherent  merits.  In  the 
field  of  taxation  effective  enforcement  is  of  fundamental  im- 
portance. It  is  in  this  respect  that  the  inheritance  tax  offers 
advantages  over  nearly  all  other  taxes,  since  through  our  pro- 
bate courts  it  is  possible  to  ascertain  the  value  of  the  great 
majority  of  estates  at  comparatively  small  expense.  The  tax 
is  not  only  easy  to  collect,  but  also  accords  with  the  general 
canons  of  taxation.  Compared  with  other  taxes  it  is  more 
certain  in  its  incidence,  ana,  on  the  whole,  is  neither  oppressive 
to  the  taxpayer  nor  injurious  to  industry.  Lastly,  it  should  be 
noted  that  the  principle  of  progression,  which  is  advancing  in 
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nearly  all  the  leading  tax  systems  of  the  world,  which  is  almost 
unanimously  conceded  to  be  just,  and  which  has  already  been 
applied  to  the  inheritance  taxes  of  most  civilized  countries,  is 
better  adapted  to  this  tax  than  to  any  other." 

Since  the  inheritance  tax  has  the  marks  of  a  good  and  just 
tax,  and  since  its  legitimate  object  is  the  production  of  revenue, 
and  not  its  possibilities  for  controlling  the  distribution  of  wealth, 
or  rectifying  the  imperfections  of  the  existing  property  tax,  the 
question  naturally  arises  how  much  revenue  should  be  obtained 
from  this  source  ?  Owing  to  last  year's  papers  before  this  As- 
sociation, with  their  full  discussion  of  American  and  foreign 
inheritance  taxes,  any  further  description  of  these  taxes  is  un- 
called for  in  this  paper.  Suffice  it  to  say  that  countries  like 
England  and  France  have  made  the  inheritance  tax  a  substan- 
tial part  of  their  revenue  system,  while  in  the  United  States, 
with  the  exception  of  a  few  States,  the  tax  is  practically  a  neg- 
ligible quantity.  At  a  recent  date  the  United  Kingdom  raised 
nearly  10  per  cent  of  its  enormous  national  income  through  the 
inheritance  tax,  or  an  equivalent  of  $2.06  per  capita.  France 
secured  over  6  per  cent  of  its  large  revenue  through  this  source, 
or  a  per  capita  contribution  of  $1.09.  Even  in  the  Australian 
colonies,  like  South  Australia  and  Victoria,  the  annual  income 
from  this  tax  amounts  to  approximately  $1  per  capita.  In  the 
United  States,  on  the  contrary,  with  the  single  exception  of 
New  York  State,  with  its  concentrated  fortunes,  where  the  in- 
come from  this  tax  amounted  to  48  cents  per  capita,  but  7  States 
secured  as  much  as  10  cents  per  capita  from  this  source,  and  the 
majority  of  other  States,  the  ridiculously  low  sum  of  less  than 
5  cents  per  capita. 

This  low  productivity  of  American  inheritance  taxes  is  not 
to  be  attributed  to  any  difference  in  the  size  of  fortunes,  or  the 
average  amount  transferred  at  death.  In  this  respect  the 
United  States  certainly  equals,  if  it  does  not  surpass,  the  record 
of  the  countries  mentioned.  The  explanation  is  found  in  the 
superior  and  more  drastic  nature  of  the  legislation  enacted 
abroad.  In  the  United  Kingdom  the  tax  has  been  made  pro- 
gressive as  regards  direct  heirs,  the  rate  ranging  from  1  to  8 
per  cent  according  to  the  amount  of  the  estate ;  in  France  from 
1  to  2^  per  cent  for  direct  heirs  and  from  3f  to  18^  per  cent  on 
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collateral  heirs;  while  in  Australia,  the  laws  in  every  instance 
make  the  rates  progressive  for  direct  heirs  from  1  to  5  per  cent, 
and  in  the  case  of  South  Australia  from  1  to  10  per  cent.  In 
the  United  States,  on  the  contrary,  about  half  of  the  States 
confine  the  tax  to  estates  passing  to  collateral  heirs  and  stran- 
gers in  blood  only,  and  this  in  view  of  the  fact  that  the  great 
majority  of  estates  pass  between  immediate  relatives.  As  has 
been  pointed  out  for  the  State  of  New  York,  "  The  direct  inheri- 
tance tax  of  1  per  cent  on  personal  estates  in  excess  of  $10,000 
has  yielded  from  one  third  to  more  than  three  fourths  as  much 
revenue  as  a  collateral  inheritance  tax  of  5  per  cent  on  both 
real  and  personal  estates  in  excess  of  $500." 

The  low  productivity  of  the  inheritance  tax  in  American 
States  is  further  explained  by  the  fact  that  the  term  "direct 
heirs,"  especially  where  they  are  not  taxed,  is  given  a  very  elastic 
meaning,  in  more  than  a  dozen  States  including  brothers  and 
sisters,  and  sons-  and  daughters-in-law.  In  Great  Britain  and 
other  countries  only  the  surviving  husband  and  wife,  lineal  issue 
and  ancestors  are  included  in  this  term.  Furthermore,  in  some 
of  the  States  only  personal  property  is  taxed,  and  only  13  out 
of  36  States  have  seen  fit  to  make  the  tax  progressive  in  some 
degree,  and  in  most  cases  the  progression  is  applicable  only  to 
collateral  heirs.  In  some  States,  like  Illinois,  West  Virginia 
and  Wyoming,  direct  heirg  are  granted  exemptions  of  from 
$20,000  to  $25,000. 

In  view  of  these  imperfections,  it  still  speaks  well  for  the  tax 
in  our  commonwealths  that  on  the  average  it  may  be  depended 
upon  to  produce  annually  between  $8,000,000  and  $0,000,000, 
and  that  a  few  years  ago  the  yield  was  approximately  equal  to 
one  fifth  of  the  total  income  derived  from  State  corporation 
taxes.  In  States  like  New  York,  Pennsylvania  and  Illinois, 
mild  as  its  present  form  may  seem,  the  tax  produced  in  single 
years  as  high  as  19  per  cent,  13  per  cent  and  8 J  per  cent  respec- 
tively of  the  total  tax  receipts  in  those  States.  These  figures 
suggest  the  significance  of  this  tax  in  the  United  States,  if  only 
the  States  would  turn  to  it  more  aggressively  as  a  convenient 
and  unobjectionable  revenue  producer.  Little  objection  could 
be  raised,  in  view  of  the  surprising  growth  of  this  niothod  of 
taxation  all  over  the  world,  and  the  almost  unanimous  indorse- 
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merit  of  the  tax,  if  all  the  American  commonwealths  would 
proceed : 

(1)  To  tax  both  real  and  personal  estates,  since  both  con- 
tribute to  the  heir's  abiUty  to  help  the  government,  and  since 
the  back  tax  theory  advanced  in  favor  of  realty  as  compared 
with  personalty  is  impossible  of  just  application. 
.  (2)  To  tax  estates  passing  to  direct  heirs  (including  only  sur- 
viving wife  or  husband,  lineal  issue  and  ancestors)  as  well  as 
to  collateral  heirs,  with  an  intermediate  class  for  brothers  and 
sisters,  uncles  and  aunts  and  their  descendants. 

(3)  To  make  the  exemption  for  direct  heirs  amount  to,  say, 
$10,000,  appHcable  to  the  share  received  by  each  heir,  rather 
than  the  entire  estate,  so  as  to  cause  no  hardship  in  any  case; 
and  to  grant  a  very  much  smaller  exemption,  say,  of  from  $500 
to  $250  to  persons  who  are  not  direct  heirs. 

(4)  To  make  the  rate  progressive  in  the  case  of  direct  as  well 
as  collateral  heirs;  the  rate  ranging,  say,  from  1  to  5  per  cent 
where  direct  heirs  are  involved;  from  3  per  cent  to  10  per  cent 
in  the  case  of  uncles,  aunts  and  their  descendants;  and  from 
5  to  15  per  cent  or  20  per  cent  where  the  property  passes  to 
collateral  heirs.  The  progression  might  be  so  arranged  as  to 
make  the  maximum  rate  apply  when  the  share  received  by  any 
heir  exceeds  $500,000.  The  gradation  in  rates  might  be  so 
adjusted  that  in  the  case  of  direct  heirs  it  would  be  1  per  cent 
on  the  excess  after  deducting  the  exemption  from  $25,000,  2  per 
cent  on  shares  amounting  to  between  $25,000  and  $50,000,  3  per 
cent  between  $50,000  and  $100,000,  4  per  cent  between  $100,000 
and  $500,000  and  5  per  cent  on  the  excess  above  $500,000.  The 
rate,  however,  to  avoid  injustice,  should  apply  in  each  case  only 
to  the  excess  after  deduction  of  the  exemption  of  $10,000  in  the 
case  of  direct  heirs,  and  a  much  smaller  exemption  of,  say, 
$500  or  $250  in  the  case  of  the  other  classes  of  heirs. 

(5)  In  view  of  the  willingness  and  frequency  with  which  the 
possessors  of  large  estates  contribute  to  institutions  of  learning 
and  charity,  I  would  like  to  suggest  that  this  tax  be  imposed  as 
much  as  possible  with  the  understanding  that  the  proceeds  be 
not  used  for  ordinary  expenses,  but  instead  be  devoted  to  some 
special  service  of  interest  to  all  the  citizens.  Every  State  has 
numerous  institutions  to  support.     Why  could  not  the  proceeds 
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of  this  tax  be  devoted  to  the  work  of  education,  and  more 
particularly  to  the  maintenance  of  our  universities  and  higher 
institutions  of  learning  ? 

The  suggestions  here  offered  are  less  radical  than  some  of  the 
foreign  taxes.  Yet  were  they  enacted  by  all  the  States,  and 
they  have  been  practically  adopted  in  the  Wisconsin  law,  the 
inheritance  tax  would  soon  command  the  leading  position  in 
the  revenue  systems  of  our  States  that  it  deserves,  and  the 
ludicrous  per  capita  return  now  received  from  this  source  in 
most  of  the  commonwealths  would  soon  be  a  thing  of  the  past. 

Having  reached  the  conclusion  that  the  only  legitimate  use 
of  the  inheritance  tax  is  the  collection  of  a  reasonable  but  sub- 
stantial amount  of  revenue  for  proper  governmental  purposes,  it 
remains  to  discuss  the  appropriation  of  this  revenue.  To  which 
division  or  divisions  of  our  governmental  system  should  this 
tax  be  relegated,  and  why? 

Every  important  consideration,  both  theoretical  and  practical, 
points  to  the  conclusion  that  the  inheritance  tax  should  be 
appropriated  solely  by  the  State,  and  that  the  National  Tax 
Association  was  thoroughly  warranted  in  inserting  that  plank 
in  its  platform  which  says  that  "  inheritance  taxes  should  be 
reserved  wholly  to  the  use  of  the  several  States."  The  reenter- 
ing of  the  federal  government  into  this  field  of  taxation  would 
be  a  mistake,  in  my  opinion,  wholly  unnecessary  from  a  fiscal 
standpoint,  unproductive  of  any  good,  and  in  all  likelihood  the 
cause  of  much  inconvenience  and  positive  harm. 

Only  two  important  arguments  have  been  advanced  in  favor 
of  the  appropriation  of  inheritance  taxation  by  the  federal  gov- 
ernment: first,  that  this  tax,  if  made  national  in  scope,  suffi- 
ciently heavy,  and  uniform  in  its  application  (features  of  the  tax 
assumed  to  be  possible  only  through  federal  legislation),  will 
work  wonders  in  regulating  large  fortunes  and  correcting  so- 
called  abuses  connected  therewith;  secondly,  that  the  fiscal 
needs  of  the  federal  government  have  rapidly  increased,  and 
are  bound  in  the  near  future  to  increase  still  more.  The  first 
of  these  contentions  we  have  seen  is  purely  visionary;  the 
second,  although  important,  is  not  as  serious  as  it  appears.  A 
fair  assignment  f)f  revenue  sources  mu.st  depend  largely  upon  the 
revenue  requirements  of  the  different  grades  of  government; 
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and  federal  expenditures,  it  is  argued,  are  showing  tendencies 
which  may  make  necessary  in  the  near  future  a  departure  from 
our  fundamental  federal  revenue  system,  which  for  over  a  hun- 
dred years  has  given  to  the  national  government  the  receipts 
from  the  tariff,  and  the  internal  excise  duties.  The  federal  gov- 
ernment, we  are  told,  is  undertaking  large  semi-economic  enter- 
prises. The  Panama  Canal,  the  agitation  for  an  extensive  plan 
of  internal  waterway  improvements,  the  necessity  of  a  larger 
navy,  the  need  of  federal  aid  for  irrigation  in  the  arid  West,  and 
the  expense  incident  to  the  holding  of  our  foreign  possessions, 
—  these  and  many  other  undertakings  are  pointed  to  as  calling 
for  funds  which  the  present  tariff  and  excise  duties  may  prove 
inadequate  to  meet. 

But  what  about  the  fiscal  needs  of  our  local  government? 
Are  they  not  even  more  pressing?  Federal  expenditures  are 
sure  to  grow  because  the  federal  government  represents  the 
national  idea,  but  local  expenditures  will  grow  much  faster  be- 
cause upon  the  local  governments  devolves  the  lion's  share  of 
the  educational  and  industrial  development  of  the  country. 
During  the  last  few  years  nearly  every  large  American  city  has 
been  straining  its  credit  to  the  utmost  to  facilitate  local  im- 
provements. In  nearly  every  State  the  overcrowded  and  rapidly 
growing  universities  and  normal  schools  could  well  use  much 
larger  appropriations.  According  to  the  census  figures  of  1890 
the  expenditures  of  the  federal  government  amounted  approxi- 
mately to  41  per  cent  of  the  total  federal  and  local  expenditures 
combined.  For  the  year  1907,  I  am  informed  that  federal  ex- 
penditures aggregated  $617,500,000,  as  compared  with  $934,- 
500,000  for  local  expenditures,  or  approximately  40  per  cent. 
From  this  it  would  seem  that  the  relative  importance  of  federal 
as  compared  with  State  and  local  expenditures  has  remained 
about  constant  during  the  last  seventeen  years.  Yet  it  should 
be  noted  that,  considered  in  the  absolute,  the  annual  increase  in 
local  expenditures  during  this  period  exceeded  the  increase  in 
the  annual  federal  expenditures  by  the  enormous  sum  of 
$138,000,000.  In  the  meantime  State  and  local  indebtedness 
practically  doubled. 

Any  comparison  of  federal  with  local  receipts  and  expendi- 
tures will  show  that  in  this  country  only  State  and  local  govern- 
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ments  are  seriously  concerned  with  the  problem  of  raising 
revenue.  The  needs  of  the  federal  government,  except  for  oc- 
casional deficits  during  business  depression,  are  amply  met  by 
present  revenue  sources;  and  the  only  vexed  problems  in  fed- 
eral taxation  seem  to  be  those  calculated  to  arise  in  the  indefi- 
nite future,  if  present  tendencies  continue.  The  needs  of  our 
State  and  local  governments,  on  the  contrary,  are  realities,  and 
they  are  pressing  realities,  despite  the  fact  that  they  already 
vastly  exceed  the  total  needs  of  the  federal  government,  and 
bid  fair  to  assume  much  greater  dimensions.  As  stated  before, 
the  inheritance  tax  should  be  made  reasonably  heavy,  much 
heavier  than  is  now  the  case  in  the  great  majority  of  States,  and 
all  the  income  that  can  possibly  be  raised  by  such  a  tax  should 
be  left  to  the  States  because  of  their  sore  need,  and  because 
their  tax  already  falls  heavy  upon  property  and  business.  As- 
suming that  the  national  government  will  require  additional 
revenue,  what  need  is  there  of  taxing  inheritances  when,  without 
inconvenience  to  business  or  hardship  to  taxpayers,  the  restora- 
tion of  the  Spanish  War  taxes  on  beer  and  tobacco,  and  a  very 
moderate  duty  on  one  or  two  general  articles  of  food,  could 
easily  be  made  to  yield  over  $100,000,000.  If  the  federal  gov- 
ernment must  take  on  another  source  of  revenue,  how  infinitely 
better  it  would  be  to  assign  to  its  exclusive  use  the  taxation  of 
interstate  commerce,  a  large  field  over  which  it  has  sole  super- 
vision, and  which,  unlike  the  inheritance  tax,  would  be  a  much 
more  reliable  and  much  more  productive  mainstay  of  the  fed- 
eral treasury  in  time  of  financial  distress,  and  incidentally 
might  serve  as  the  lever  for  introducing  many  needed  reforms. 
Time  will  not  permit  an  elaboration  of  this  phase  of  the  subject. 
Suffice  it  to  say  that  federal  taxation  of  interstate  commerce 
received  the  hearty  indorsement  of  Professor  H.  C.  Adams  ten 
years  ago  in  his  "Science  of  Finance,"  and  was  so  ably  dis- 
cussed and  approved  before  this  Association  only  last  year  by 
Professor  H.  Parker  Willis  in  his  paper  on  "The  Relation  of 
Federal  to  State  and  Local  Taxation." 

Thirty-six  States  have  already  appropriated  the  inheritance 
tax  in  one  form  or  another.  Federal  interference  with  another 
inheritance  tax  will  simply  result  in  confusion  and  greatly 
increase  the  posuibilitieH  of  double  taxation  of  the  States  which 
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some  of  the  States  are  now  earnestly  attempting  to  solve.  The 
financial  needs  of  the  States  as  contrasted  with  the  comparative 
affluence  of  the  federal  government,  the  desire  to  avoid  con- 
fusion and  unjust  burden;  the  reasonableness  of  leaving  the 
taxation  of  inheritances  to  those  States  in  which  the  respective 
estates  are  situated,  and  where  in  most  cases  the  owner  was 
helped  by  the  community  to  accumulate  the  same,  and  where  in 
consequence  both  owner  and  community  are  most  vitally  con- 
cerned with  its  contribution  toward  local  social  ends  —  all  these 
factors  make  it  undesirable  for  the  federal  government  at  any 
time  to  interfere  with  the  present  taxing  power  of  the  several 
States,  when  extended  to  inheritances.  At  present  it  should 
also  be  remembered  that  any  movement  toward  the  separation 
of  State  and  local  revenues  is  held  in  check  in  most  of  the  States 
by  the  difficulty  of  getting  suitable  revenue  sources.  The  ex- 
clusive retention  of  the  inheritance  tax  by  the  State,  especially 
if  the  tax  is  made  reasonably  heavy,  will  go  a  long  way  in  bring- 
ing about  a  realization  of  that  plank  in  this  Association's  plat- 
form which  provides  at  least  for  a  partial  separation  of  State  and 
local  revenue  systems. 


DISCUSSION  OF  INHERITANCE  TAXATION* 

By  Joseph  H.  Underwood 
Professor  of  Economics,  University  of  Montana,  Missoula,  Mont. 

That  feature  of  inheritance  taxation  which  is  of  the  greatest 
interest  to  myself  happens  to  be  the  one  of  least  interest  to 
the  Conference,  viz.  the  use  of  this  tax  as  an  instrument  of 
social  regeneration.  This  possible  use  has  been  satisfactorily 
disposed  of  by  Mr.  Corbin  by  the  denomination  "socialistic 
theory,"  as  it  was  disposed  of  last  year  to  the  satisfaction  of 
the  Conference  by  a  distinguished  professor  who  said  that  he 
should  prefer  dealing  with  predatory  corporations  in  the  crimi- 
nal courts  rather  than  in  the  probate  courts.  It  might  be 
pertinent  for  one  unversed  in  the  law  to  inquire  whether  the 
criminal  law  has  yet  embraced  rapacity  in  the  category  of 
crime;  and  whether  it  would  not  be  desirable  to  adopt  such 
measures  of  equalization  as  would  not  add  stigma  to  the  pos- 
session of  wealth  acquired  under  recognized  standards  of  probity 
in  business.  It  must  be  concluded  first,  therefore,  that  this 
tax  is  not  suitable  for  purposes  of  social  amelioration,  because 
economic  theory  is  not  as  rapid  as  economic  transformation; 
because  administrative  practice  is  slower  than  economic  trans- 
formation; because  the  customary  basis  of  judgment  in  legis- 
lation and  administration  is  not  the  social  welfare,  but  the 
individual  interest.  The  increasing  popularity  and  amount 
of  these  taxes  makes  unnecessary  theoretical  discussion  as  to 
the  desirability  of  their  extension.  All  but  eleven  States  of  the 
United  States  have  adopted  such  laws,  chiefly  since  1892. 
The  practical  conclusion  of  these  laws  is  adverse  to  making  the 

*  Owing  to  a  change  in  the  program  of  the  Conference,  the  opportunity  for 
general  discussion  of  the  Taxation  of  Inheritances  was  lost.  Professor  Under- 
wood had  been  in\nted  to  lead  the  discussion  and  at  the  request  of  the  Com- 
mittee, he  has  furnished  this  review  of  the  papers  read  on  the  subject. 
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laws  instruments  of  social  regulation,  for,  as  Professor  Bullock 
says,  even  a  high  inheritance  tax  is  justifiable  on  purely  finan- 
cial grounds.  To  accomplish  social  regulation  by  means  of 
this  tax  would,  as  shown  by  Professor  Huebner,  require  a  very 
high  rate. 

It  would  be  trespass  upon  the  attention  of  the  Conference 
to  repeat  what  has  already  been  said.  I  have  observed  that 
the  members  of  the  Conference  take  greater  pleasure  in  the 
clear  statement  of  administrators  than  in  the  analytical  dis- 
cussions of  theory.  Accordingly  I  shall  shift  the  burden  of 
my  incompetence  to  deal  with  the  question  analytically  to 
some  of  the  administrators  of  the  Northwest,  whose  collected 
experience  I  have  utilized.  The  revenue  is  not  of  great  im- 
portance in  these  newer  States,  since  the  builders  of  great 
fortunes  in  those  States  are  still  living.  The  total  amount 
collected  from  this  tax  in  Montana,  for  example,  is  about  equal 
to  the  sum  accruing  from  the  escheats  of  the  estates  of  the  very 
poor.  Nevertheless,  the  popularity  of  these  taxes,  and  the 
determination  to  establish  them  early  and  upon  a  profitable 
basis,  is  shown  by  the  size  of  the  tax  generally  agreed  upon, 
and  by  the  prevalence  of  the  principle  of  progression. 

The  idea  that  this  tax  should  be  collected  in  lieu  of  evaded 
taxes  should  not  be  considered  of  importance.  Louisiana,  for 
example,  exempts  property  which  has  borne  a  just  proportion 
of  taxes  prior  to  the  timB  of  inheritance.  This  theory  would 
justify  a  tax  rate  thirty-three  times  as  high  as  the  usual  prop- 
erty rate. 

As  to  administration:  the  State  should  supervise  the  collec- 
tion of  the  tax  in  order  to  avoid  collusion  of  heirs  with  the  local 
administrators  in  the  evasion  of  payment.  Such  administra- 
tion has  been  recommended  by  Idaho,  by  the  Washington 
State  Board  of  Tax  Commissioners,  and  by  Governor  La  FoUette, 
of  Wisconsin,  who  recommends  that  an  attorney  should  repre- 
sent in  the  collection  the  office  of  the  attorney-general.  A 
similar  recommendation  has  been  made  by  Mr.  Corbin.  The 
Washington  commissioners  recommend  that  the  State  be  repre- 
sented at  the  appraisement. 

As  to  gradation:  Montana  recommends  a  rate  of  from  1  to 
6  per  cent  on  direct  inheritances  ranging  from  five  thousand 
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dollars  to  one  million  dollars;  and  on  collateral  inheritances 
a  rate  of  from  5  to  15  per  cent.  This  corresponds  to  the  limit 
recommended  by  Mr.  Corbin.  As  to  exemption:  the  usage 
of  the  Northwestern  States  is  similar  to  that  of  the  Provinces 
in  being  higher  than  in  the  Eastern  States.  Thus  the  acquisi- 
tion of  fortunes  is  not  early  met  with  such  burden. 

As  to  appropriation,  Professors  Bullock  and  Huebner  and 
Mr.  Corbin  have  stated  the  general  belief  that  the  revenue 
belongs  properly  to  the  subordinate  jurisdictions.  This  revenue 
may  be  divided  between  the  State  and  the  community.  Reasons 
may  be  assigned  for  such  division :  (1)  the  failure  of  the  national 
effort  to  collect  such  tax;  (2)  the  burden  of  producing  and 
protecting  the  estate  belongs  to  the  State;  (3)  the  interest  of 
the  community  is  greatest  in  the  contribution  of  the  estate  to 
the  social  welfare;  (4)  conditions  may  not  justify  the  same 
kind  of  administration  in  all  States;  (5)  the  States  have  appro- 
priated this  source  of  revenue. 

Montana  divides  the  revenue  60  per  cent  to  the  State,  40  per 
cent  to  the  county,  which  division  in  that  State  is  usually 
equitable.  The  problem  of  apportionment  of  such  dues  to  the 
community  which  has  produced  the  wealth  seems  to  depend  for 
solution  upon  the  settlement  of  the  larger  question  of  separation 
and  comity  of  the  political  jurisdictions  in  avoiding  double 
taxation.  The  suggestion  of  Professor  Loos  of  federal  coopera- 
tion in  the  administration  of  taxation  might  be  applicable  to 
this  difficulty.  A  practicable  measure  in  adjusting  conflict- 
ing interests  without  too  strict  regard  for  equitable  treatment 
of  the  estate  is  the  retaliatory  measure  outUned  by  Mr.  Corbin 
and  embodied  in  the  law  of  Connecticut  for  1907,  by  which  the 
estates  in  personal  property  of  non-residents  are  taxed  in  the 
same  way  in  which  the  resident's  estates  are  taxed  in  such  other 
States.  The  suggestion  of  uniformity  in  the  amount  of  tax 
and  in  administration  among  the  various  States  possibly  over- 
looks the  different  conditions  prevailing  in  different  sections. 
Thus  the  higher  rates  are  found  largely  in  those  States  where 
the  encouragement  of  acquisition  is  not  yet  productive  of 
social  abuses. 


THE    IMPORTANCE    OF    PRECISION   IN 
ASSESSMENTS 

By  E.  R.  a.  Seligman 
Professor  of  Political  Economy,  Columbia  University,  New  York,  N.  Y. 


Ever  since  the  days  of  Adam  Smith,  the  demand  for  certainty 
has  been  one  of  the  cardinal  rules  in  taxation.  Adam  Smith 
borrowed  his  rule  from  one  of  the  French  writers.  The  arbi- 
trariness of  the  French  system  of  taxation  in  the  eighteenth 
century  had  assumed  such  proportions  as  already  to  pass  beyond 
belief,  and  it  is  no  wonder  that  the  would-be  fiscal  reformers 
raised  a  loud  note  of  protest  against  the  utter  lack  of  certainty 
and  precision  in  the  French  system. 

It  was  not  until  the  French  Revolution  that  the  worst  evils 
of  the  system  were  swept  away;  but  so  fresh  has  been  the 
recollection  of  these  particular  evils  that  from  that  day  down 
to  the  very  present,  the  whole  system  of  French  taxation  has 
been  so  framed  as  to  secure,  even  at  the  cost  of  certain  other 
advantages,  the  ends  of  certainty  and  precision  in  assessment. 

The  danger  of  arbitrariness  in  assessment  can  be  well  illus- 
trated in  almost  any  absolute  government.  History  is  replete 
with  examples  that  may  be  taken  from  any  Oriental  monarchy, 
and  from  imperial  Rome.  Many  instances  of  the  most  shocking 
character  might  easily  be  taken  from  the  existing  absolute  gov- 
ernments of  the  present.  But  absolutism  is,  unfortunately, 
not  the  only  home  of  arbitrariness  in  taxation.  Strange  to  say, 
democracy  no  less  than  absolutism  is  almost  equally  exposed 
to  this  danger.  The  danger,  indeed,  assumes  a  slightly  different 
form.  In  absolutism  there  is  a  lack  of  law  and  of  constitutional 
restrictions;  in  democracy,  like  that  of  the  United  States,  for 
example,  which  is  the  classic  home  of  constitutional  limitations, 
the  danger  lurks  not  in  the  law,  but  in  the  administration  of 
the  law ;  or  rather,  the  law,  which  on  its  face  seems  to  provide 
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all  the  constitutional  guarantees  of  fairness  and  equality,  breaks 
down  more  or  less  completely  when  exposed  to  the  test  of 
practical  application  under  conditions  for  which  it  was  not 
originally  framed. 

It  is  well  known  that  in  a  democracy  the  difficulties  of  gov- 
ernment are  primarily  administrative  rather  than  constitu- 
tional. Our  constitutional  problems  have  been,  in  very  large 
part,  satisfactorily  solved;  our  administrative  problems  have 
scarcely  been  attacked.  The  weakness  of  democratic  adminis- 
tration is  proverbial,  —  and  this  is  especially  true  in  the  case 
of  fiscal  administration. 

Our  tax  officials  are  almost  uniformly  elective  officials,  and  it 
is  a  notorious  fact  that  elective  officers  are  but  slightly  immune 
to  the  gusts  and  passions  of  popular  approval  or  prejudice. 
Nothing  comes  closer  to  the  modern  citizen  than  the  amount 
of  sacrifice  which  he  is  called  upon  to  make  in  the  way  of  con- 
tributions to  the  public  support,  and  nowhere  is  there  to  be 
found  a  greater  pressure,  whether  of  individuals  or  of  classes 
upon  the  government  official  than  in  the  case  of  assessments  for 
taxation.  The  abuses  which  in  absolutisms  are  due  to  the 
unchecked  will  of  the  absolute  ruler  are  found  duplicated  in 
democracies,  owing  to  the  dependence  of  the  official  upon  the 
electorate. 

This  shortcoming  of  democratic  administration  is  intensified 
by  the  inherent  difficulties  of  modern  economic  life.  In  the 
complex  industrial  society  of  the  present,  with  its  delicate 
machinery  and  its  subtle  interrelations  of  all  kinds,  there  is 
needed  a  far  finer  instrument  of  assessment  than  in  former 
times.  What  is  perfectly  adequate  for  a  primitive  community, 
or  a  simple  agricultural  State,  becomes  glaringly  insufficient  in 
the  modern  industrial  environment.  Not  only  are  the  things 
themselves  to  be  taxed  increasingly  difficult  of  location  and 
appraisement,  but  the  persons  upon  whom  the  assessment  is 
levied  become,  under  modern  economic  conditions,  more  and 
more  elusive.  And  yet,  just  at  a  time  when  a  more  delicate 
anrl  perfect  machinery  of  assessment  is  required,  modern 
<lemocracy  contents  itself  with  a  clumsy  and  outlived  mechan- 
ism, which  is  bound  to  give  dissatisfaction. 

Here  in  the  new  world  we  suffer  from  an  accumulation  of 
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evils.  Not  only  is  this  the  home  of  the  greatest  experiment 
in  democracy  that  has  ever  been  attempted,  but  it  is  also  fast 
becoming  the  home  of  the  greatest  industrial  differentiation 
and  complexity  of  social  and  economic  organization.  Either 
cause  alone  would  suffice  to  create  difficulties  in  tax  assessments ; 
combined,  they  form  an  almost  insuperable  barrier  to  success. 
Mankind  has  yet  to  learn  the  lesson  of  combining,  in  fiscal 
matters  at  least,  the  great  principles  of  liberty  and  efficiency. 
It  is  given  to  but  a  few  countries  to  attain  the  administrative 
efficiency  which  is  found,  for  instance,  in  the  Prussian  govern- 
ment. But  that  administrative  efficiency  is  purchased  at  a 
cost  of  interference  with  individual  liberty,  which  would,  in  this 
country  at  least,  be  considered  entirely  intolerable.  Bureau- 
cracy is  not  democracy.  If,  therefore,  we  eliminate  the  bureau- 
cratic administration  as  inapplicable  to  American  conditions, 
we  are  still  confronted  by  this  question:  Which  is  better,  the 
attempt  to  posit  an  ideal  in  taxation  which  shall  seek  to  realize 
the  principle  of  equal  justice,  even  though  we  know  that  the 
endeavor  to  realize  this  ideal  in  practice  will  inevitably  be 
marred  by  arbitrariness  in  administration;  or,  on  the  other 
hand,  the  readiness  to  frame  a  less  ideal  scheme  with  the 
knowledge  that  in  practice  it  would  be  attended  with  greater 
precision  and  certainty  of  operation? 

Put  in  this  way,  the  answer  can  scarcely  be  doubtful.  What 
statesmanship  is  trying  to  accomplish  is  not  to  pose  abstract 
principles,  but  to  accomplish  advantageous  results.  And 
while  the  province  of  the  scientist  is  indeed  in  part  to  elucidate 
fundamental  principles,  the  pubhcist  who  is  not  to  remain  a 
mere  closet  philosopher  must  always  watch  closely  the  working 
out  of  his  abstract  principles  amid  the  hard  facts  of  daily  life. 
Especially  true  is  this  of  the  science  of  finance,  where  the 
border  line  between  finance  and  administration  is  found  scarcely 
distinguishable.  An  ideal  principle  which  is  administratively 
unworkable  is  not  for  an  instant  to  be  compared  with  a  less 
elevated  ideal  which  can  be  actually  carried  out  in  practice. 
The  chief  trouble  with  our  American  democracy  in  matters  of 
taxation  has  been  that  the  people  have  blindly  clung  to  an  ideal 
which  has  become  administratively  impracticable;  and  that 
they  continue  to  hope  against  hope  in  expecting  the  impossible 
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to  happen.  Our  administrative  methods  are  indeed  slowly 
improving,  but  it  will  be  a  long  time  before  that  point  of 
administrative  excellence  has  been  reached  which  will  render 
possible  the  realization  of  the  fiscal  ideal.  In  the  meantime, 
the  disparity  between  the  ideal  and  the  practice  is  such  as  to 
create  in  our  modern  democracy  some  of  the  very  worst  evils 
of  tax  assessment  which  are  common  in  countries  without  any 
tax  ideals  at  all. 

I  do  not  hesitate  to  assert  that  at  the  present  time,  in  the 
United  States,  the  chief  evils  in  public  finance  are  to  be  found 
primarily  in  that  lack  of  certainty  and  precision  which  were 
so  vehemently  emphasized  by  Adam  Smith  a  century  and  a 
half  ago.  In  fact,  if  we  take  a  broad  view  of  the  modern  de- 
velopment of  taxation,  we  shall  find  that  one,  at  least,  of  the 
reasons  for  the  great  extension  of  indirect  taxation  throughout 
the  world  is  to  be  found  in  the  fact  that  here,  at  least,  under  the 
improved  modern  systems,  we  are  able  to  attain  a  certainty 
and  a  definiteness  which  is  lacking  in  the  other  domains  of 
public  revenue.  The  problem  is  on  a  large  scale  what  the 
choice  between  ad  valorem  and  specific  duties  is  on  a  small  scale. 
From  the  point  of  view  of  abstract  justice  there  is  no  doubt  that 
ad  valorem  duties  are  in  the  main  more  equitable,  and  yet  sad 
experience  has  taught  many  a  modern- nation  that  there  is  in 
ad  valorem  duties  such  an  inherent  danger  of  arbitrariness  of 
administration  that  they  ha'Ve,  perforce,  taken  refuge,  to  a  very 
large  extent,  in  a  system  of  specific  duties,  which  is  adminis- 
tratively workable,  and  which  contains  increased  guarantees 
of  certainty  and  precision. 

II 

The  chief  examples  of  the  evils  of  arbitrary  assessments 
in  the  United  States  at  present  are  found  in  three  chissos  of 
taxation:  the  tax  on  real  estate,  the  tax  on  personal  property 
and  the  tax  on  corporations.     I^et  us  say  a  word  as  to  each. 

In  the  case  of  real  estate,  the  evils  are  comparatively  insig- 
nificant, owing  to  the  fact  that  real  estate  is  visil)lo  and  tangible, 
and  that  the  impediments  upon  the  transfer  of  real  estate  have 
been  so  far  removed  in  this  country  as  to  nuikc  real  estate 
almost  as  easily  salable  as  personal  property,  and  naturally 
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where  sales  frequently  occur,  the  selling  value  becomes  a  matter 
either  of  record  or  of  common  knowledge. 

Notwithstanding  this  fact,  experience  has  shown  —  espe- 
cially in  our  larger  cities  —  that  the  assessment  of  real  estate  is 
very  largely  arbitrary  in  character.  In  some  cases  the  land 
is  held  on  long  leases  and  sales  are  infrequent.  In  other  cases 
a  false  purchase  price  is  put  in  the  deed,  and  in  still  other  cases 
there  are  sudden  changes,  either  up  or  down,  in  the  value  of 
the  real  estate,  due  to  more  or  less  unpredictable  changes  in 
business  prosperity,  in  the  opening  up  of  new  means  of  com- 
munication or  in  the  tides  of  fashion.  As  a  consequence  the 
real  value  of  real  estate  becomes  a  matter  of  very  expert 
knowledge,  and  as  our  tax  departments  are  notoriously  unable 
to  secure  the  services  of  high-paid  experts,  the  assessment  is 
very  largely  left  in  the  hands  of  more  or  less  incompetent 
underUngs.  The  result  has  been  a  system  of  haphazard  assess- 
ment, which  even  with  the  best  intentions,  and  with  all  absence 
of  corrupt  motive,  has  meant  a  decided  inequality  as  between 
individuals.  Where,  as  frequently  occurs,  separate  parcels 
within  the  same  city  or  ward  are  assessed  at  all  the  way  from 
60  per  cent  to  90  per  cent  of  their  real  value,  we  cannot  speak 
of  precision  or  equality  in  assessment. 

A  way  out  of  this  difficulty  has  been  indicated  by  the  adop- 
tion, in  part  at  least,  of  certain  mathematical  rules  to  guide  the 
assessor.  Such  schemes  as  those  of  Mr.  Somers,  formerly  of 
Minneapolis,  and  that  in  vogue  in  the  city  of  New  York,  are 
familiar  to  you,  and  have  been  explained  by  the  chairman  of 
the  Board  of  Taxes  and  Assessments  in  New  York  City.  With- 
out going  into  the  details  here,  it  may  be  said  that  the  system 
consists  in  applying  known,  instead  of  unknown,  factors  to  the 
problem,  and  in  seeking  to  remove,  as  far  as  possible,  the  arbi- 
trary guess  of  the  assessor. 

Of  course  it  must  not  be  forgotten  that  the  opportunity  for 
the  introduction  of  mathematical  rules  in  the  assessment  of 
real  estate  is  only  a  limited  one,  for  at  bottom  the  basic  values 
which  are  to  be  multiplied  by  this  mathematical  factor  must 
largely  remain  a  matter  of  individual  judgment.  In  the  last 
instance  we  cannot  get  away  from  the  expert  decision  as  to 
fundamental  valuations;  but  to  the  extent  that  known  factors 
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are  substituted  for  unknown  factors,  a  decided  improvement 
is  possible,  even  in  the  case  of  real  estate. 

It  is,  however,  in  the  case  of  personal  property  that  the  evils 
of  discretionary  opinion  become  far  more  flagrant.  There 
is  no  need  to  repeat  before  this  audience  the  familiar  story 
of  the  breakdown  of  the  general  property  tax;  of  the  failure 
to  ascertain  the  existence  of  many  kinds  of  propert)',  and  of  the 
shocking  inequality  of  assessment,  even  where  certain  kinds 
of  property  are  discovered.  The  adoption  of  mathematical 
rules  of  assessment  will,  of  course,  not  help  a  whit  in  those 
cases  where  it  is  impossible  to  discover  anything  to  be  assessed. 
But  in  those  instances  where  certain  kinds  of  property  are  on 
the  assessor's  books  there  is  room  for  considerable  improvement 
by  the  adoption  of  more  precise  and  definite  rules. 

As  a  good  example  of  what  I  mean  by  this  statement,  take 
the  case  of  the  mortgage  tax.  The  assessment  of  mortgages  as 
a  part  of  the  general  property  tax  has  everywhere  become 
notoriously  ineffective.  The  recent  adoption  of  the  recording 
mortgage  tax,  as  in  the  State  of  New  York,  where  all  mortgages 
are,  so  to  say,  automatically  subjected  to  taxation  at  the 
moment  of  their  creation,  has  brought  about,  among  many 
other  benefits,  not  only  equaUty  as  between  mortgages,  but  a 
decidedly  increased  revenue  to  the  treasury. 

Of  a  character  similar  to.  this  is  the  substitution  in  some  of 
the  Canadian  cities  of  the  so-called  Business  Tax  or  Rentals 
Tax,  or  the  recent  adoption  in  one  of  the  Australian  States  of 
the  so-called  "  abilities"  tax,  in  lieu  of  the  personal  property  tax. 
Thc'imposition  of  a  definite  percentage  upon  the  known  rentals 
affords  a  simple  and  precise  method  of  reaching  property  which 
otherwise  would  very  largely  escape  notice  altogether. 

Those  who  are  familiar  with  the  French  system  of  taxation 
will  remember  that  it  is  built  up  entirely  on  the  idea  of  sub- 
stituting known  for  unknown  factors,  and  that  while  the  system 
has  certain  disadvantages  of  its  own,  in  so  far  as  it  does  not 
attain  the  ideal  of  precise  approximation  to  the  exact  conditions 
of  the  individual,  it  possesses  the  inestimable  advantage  of 
avoidinf;  the  haphazard  guesses  and  arbitrary  estimates  which 
are  almost  inacparnblo  from  any  democratic  administration  of 
personal  or  individual  valuations. 
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It  is,  however,  in  the  case  of  the  corporation  tax  that  the 
problem  has  become  most  acute  in  this  country.  The  well- 
nigh  universal  system  of  taxing  corporations  is  through  the 
medium  of  the  assessment  of  the  corporate  property.  In 
some  States,  as  even  in  the  great  State  of  New  York,  for  ex- 
ample, the  local  tax  of  corporations  which,  as  almost  every- 
where, is  the  one  of  most  importance,  is  based  upon  the  valuation 
of  the  corporate  property  by  local  officials.  Under  this  system 
the  most  absolute  arbitrary  discriminations  are  made,  as  be- 
tween the  various  localities,  and  it  is  a  notorious  fact  that  those 
corporations  where  it  is  physically  possible  to  do  so  will  often 
transfer  their  ostensible  chief  office  from  one  place  to  another, 
in  order  to  secure  a  more  complaisant  assessor.  In  other  States, 
especially  for  certain  classes  of  public  service  corporations,  the 
valuation  has  been  put  into  the  hands  of  a  State  board,  which 
obviates  indeed  these  glaring  discrepancies  as  between  localities, 
but  which  does  not  give  any  increased  assurance  of  exactness  or 
precision.  Even  in  such  cases  the  abuses  are  frequent.  And 
what  is  worst  of  all,  the  secrecy  observed  by  the  State  Board  of 
Assessors  renders  it  utterly  impossible  for  either  the  victim  or 
the  scientific  observer  to  point  out  the  error  in  the  procedure. 
Especially  true  is  this  in  all  those  cases  where  it  has  become 
customary  to  assess  the  value  of  the  franchise  of  corporations, 
a  system  which  is  obviously  peculiar  to  our  country,  and  from 
which  all  the  European  States  which  base  the  assessment  on 
income,  rather  than  property  value,  are  entirely  exempt. 
Valuations  of  our  State  boards  of  taxation  are  so  notoriously 
inadequate  that  in  the  case  of  one  class  of  corporations,  namely, 
railroads,  the  cry  has  now  gone  forth  for  an  official  national 
valuation.  Without  going  into  the  arguments  for  and  against 
this  scheme,  it  need  only  be  pointed  out  that  the  successful 
prosecution  of  this  idea  will  not  only  cost  tens  of  millions  of 
dollars,  but  will  take  a  very  long  time  to  effect;  and  that  the 
attempt  to  apply  this  same  method  of  national  official  valuation 
to  all  corporations  that  are  subject  to  taxation  would  not  only 
be  hopelessly  expensive,  but  would,  for  obvious  reasons,  be 
entirely  impracticable.  In  the  great  mass  of  cases,  if  we  are 
to  have  any  valuation  of  property  at  all,  we  shall  have  to  con- 
tent ourselves  with  the  perpetuation  of  the  present  most  un- 
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satisfactory  methods.  The  experiences  that  we  have  had,  even 
with  the  so-called  official  valuations  of  railways  in  Michigan 
and  Wisconsin,  are  not  such  as  to  warrant  the  confident  expec- 
tation that  they  are  satisfactory  for  tax  purposes,  and  that 
they  avoid  the  evils  of  arbitrary  assessment. 

How  much  better  it  is  to  take  some  external  criterion,  as  is 
now  the  practice  in  a  few  of  our  advanced  States.  In  the  case 
of  public  service  corporations  a  definite  percentage  of  receipts 
is  an  obviously  simple  method.  This  is  not  the  place  to  discuss 
the  pros  and  the  contras  of  a  tax  on  gross  receipts  versus  a  tax 
on  net  receipts;  but  it  may  be  pointed  out  that  so  far  as  rail- 
roads, at  all  events,  are  concerned,  under  the  new  system  of 
accounting  which  has  been  enforced  by  federal  law,  the  chief 
objection  formerly  urged  against  the  tax  on  net  receipts  loses 
almost  all  its  potency.  But  whether  we  have  a  tax  on  net 
receipts,  or  a  tax  on  gross  receipts,  it  is  undeniable  that  the 
tax  is  precise  and  definite;  that  there  is  no  room  for  secrecy 
or  arbitrary  action,  and  that  equality  as  between  classes  of 
corporations  or  between  individuals  in  a  class,  may  be  secured 
by  the  adoption  of  precise  mathematical  rules  which  will  cause 
the  rate  to  vary  in  accordance  with  the  definite  and  easily 
ascertainable  factors. 

It  is  true  indeed  that  a  few  cases  have  recently  been  seen  of 
State  legislatures  abandoning  the  receipts  tax  for  the  system 
of  valuation,  but  I  think  that  I  am  safe  in  saying  that  expert 
opinion  is  almost  unanimous  in  this  country,  that  this  was  a 
step  backward  and  not  a  step  forward;  and  that  all  the  ends 
which  it  was  attempted  to  secure  by  the  reintroduction  of  the 
valuation  system  might  have  been  secured  by  a  modification 
of  the  rates  and  methods  of  the  old  system.  Any  method  of 
corporate  taxation,  in  short,  which  is  based  upon  the  applica- 
tion of  precise  and  definite  rules,  is  preferable  to  the  happy-go- 
lucky  system  of  property  valuation,  whether  it  be  a  tax  on 
gross  receipts  or  on  net  receipts;  whether  it  be  a  tax  on  a 
certain  proportion  of  the  market  value  of  the  stocks  or  of  the 
bonds,  or  of  both  together;  whether  it  take  some  other  exterior 
criterion  of  the  business;  any  of  these  methods  is  susceptible 
of  a  more  or  less  successful  application  because  it  avoids  the 
fundamental  evil  in  our  present  system.     No  one  man  or  set 
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of  men  is  able  to  value  intelligently  and  precisely  the  selling 
value  of  the  m\iltipUcity  of  corporations  in  our  modern  indus- 
trial world,  with  the  continual  oscillation  of  business,  and  with 
the  increasing  complexity  of  industrial  interrelations.  The 
task  is  one  for  superhuman  strength  and  ability,  and  with 
the  weakness  of  our  democratic  administrative  methods,  the 
attempt  would  be  ludicrous,  if  it  were  not  so  lamentable.  The 
first  step  in  the  reform  of  methods  of  assessment  is,  as  far  as 
possible,  to  substitute  the  known  for  the  unknown. 

What  the  future  has  in  store  for  us  it  is  given  to  no  man 
to  know.  Popular  customs  and  prejudices  yield  only  slowly. 
The  thick  mist  of  ignorance  and  inertia  can  be  dispelled  only 
very  gradually  by  the  sunlight  of  knowledge  and  observation. 
But  if  the  experience  of  mankind  is  to  afford  us  any  help  in 
fiscal  matters,  and  if  the  history  of  other  countries  under 
somewhat  similar  conditions  is  to  be  of  any  aid  to  us,  it  may  be 
stated  with  some  reasonable  degree  of  confidence  that  advance 
in  tax  reform  is  to  be  sought  rather  in  the  progressive  excellence 
of  administrative  methods  than  in  the  elaboration  of  new  and 
high-sounding  ideals.  The  ideals  may  be  the  same  for  all 
countries;  the  administrative  methods  must  differ  according 
to  the  peculiarities  of  each.  In  our  American  adherence  to  an 
abstract  ideal  we  have  failed  to  let  our  administrative  methods 
keep  pace  with  the  attempted  reahzation  of  the  ideal.  In  our 
endeavor  to  secure  the  taxation  of  all  property,  we  have  not 
only  attempted  the  impossible,  but  we  have  opened  wide  the 
door  to  all  the  abuses  of  practical  inequality,  of  unintentional 
injustice  and  of  widespread  arbitrariness. 

Of  all  the  methods  that  cry  out  most  loudly  for  reform, 
that  of  property  valuation  is  the  most  important.  The  great 
need  of  the  day  is  to  replace  arbitrariness  by  certainty,  and  to 
secure  practical  equality  in  taxation  by  substituting,  as  far  as 
possible,  definite  and  fixed  rules  of  assessment  for  the  hodge- 
podge and  capricious  system,  or  lack  of  system,  which  is  well- 
nigh  universal  to-day. 
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Chairman  :  Discussion  of  Professor  Seligman's  paper  is  now 
in  order. 

Mr.  J.  J.  Thomas  (Utah) :  I  understood  Professor  Seligman 
to  say  that  he  favored  a  tax  upon  the  railway  corporations' 
gross  or  net  receipts.  I  ask  him  what  his  view  would  be  on 
railroads  running  from  one  State  to  another  that  have  inter- 
state receipts  and  State  receipts.  How  would  he  suggest  that 
they  should  be  reached  ? 

Professor  Seligman  (New  York) :  Under  the  new  account- 
ing system  of  the  United  States  government  the  railways  are 
compelled  to  make  a  report  of  their  receipts,  and  of  that  pro- 
portion which  comes  of  interstate  business.  It  is  therefore  a 
simple  matter  of  subtraction.  By  subtracting  the  second  from 
the  first  we  get  the  amount  of  the  State  receipts.  When  it 
comes  to  dividing  these  between  various  States,  we  can  accom- 
plish that  result  in  one  of  three  or  four  ways.  We  can  either 
do  what  New  York  and  Wisconsin  and  some  other  States  are 
doing  now  and  require  similar  returns  for  State  business,  utiliz- 
ing, as  Oklahoma  does,  the  federal  schedules  as  a  model. 
That  will  gradually,  of  course,  find  its  way  to  the  various 
States.  There  is  still  another  method,  that  is,  for  the  federal 
government  to  expand  its  activity  in  this  respect  as  a  mere 
matter  of  collection  of  statistics  and  do  what  they  are  beginning 
to  do  now  in  financial  statistics  of  States  and  cities.  The 
federal  government  now  seeks  to  publish  more  uniform  reports 
for  the  States  and  localities  in  the  State  as  well  as  for  the  federal 
government.  The  machinery  is  not  yet  in  operation,  but  it 
would  be  very  easy  to  devise  that  machinery,  and  would  not 
be  very  difficult  to  have  it  brought  into  actual  practice,  whereby 
all  the  facts  that  are  germane  to  the  matter,  certainly  in  the 
case  of  railways,  can  be  easily  ascertained  from  every  railway 
in  the  State. 

Mr.  Thomas  (Utah) :  How  soon  will  that  system  be  pub- 
lished ? 
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Professor  Seligman  (New  York) :  The  new  accounting 
system  of  the  federal  government  has  not  yet  gone  into  opera- 
tion as  far  as  the  pubUshed  reports  are  concerned.  Professor 
Adams  generally  gets  out  the  report  about  sixteen  months  after 
the  completion  of  the  fiscal  year  of  the  railways,  but  he  proposes 
under  this  new  law,  with  the  greatly  increased  appropriation 
that  has  been  given  to  him,  to  get  much  more  accurate  and 
speedy  statistics. 

Mr.  James  M.  Brown  (Ohio) :  The  Ohio  law  requires  the 
railways  under  oath  to  return  their  gross  receipts  for  their 
entire  length,  and  then  also  that  proportion  which  arises  from 
their  business  within  the  jurisdiction  of  the  State,  and  that  is 
required  every  year. 

Mr.  Harrison  Williams  (New  York) :  I  think  Mr.  Brown  is 
mistaken  in  his  recollection  of  the  Ohio  law.  If  I  understand 
the  situation  there,  the  law  calls  for  a  report  from  the  railroads 
for  their  gross  receipts,  and  then  a  division  of  those  gross 
receipts  to  the  proportion  of  mileage  which  is  in  the  State  of 
Ohio  to  the  entire  mileage  of  the  road. 

Mr.  Frank  M.  Lee  (Mississippi) :  In  my  State  the  railroads 
are  required  to  furnish  annual  reports  of  their  gross  earnings 
and  their  net  earnings,  and  from  these  we  make  the  assessment. 

Mr.  Williams  (New  York) :  May  I  ask  Professor  Seligman  a 
question  which  has  interested  me  very  much  and  puzzled  me  a 
great  deal.  I  noticed  that  in  his  paper  he  rather  tends  towards 
the  receipt  tax,  irrespective  of  its  being  gross  receipt  or  net 
receipt  tax.  I  assume  he  will  agree  with  me  that  the  great 
object  to  be  attained  is  not  so  much  simplicity  as  equality  of 
taxation.  I  would  like  to  ask  him  how  it  is  possible  in  the  taxa- 
tion of  gross  receipts,  especially  in  railroads,  to  work  equality, 
taking  for  example  two  roads,  one  of  which  is  built  through  a 
country  in  which  construction  is  difficult,  with  heavy  operating 
expenses,  and  the  other  a  road  built  on  water  levels,  with  very 
light  operating  expenses,  and  consequently  heavy  net  receipts 
in  proportion  to  the  gross  income. 

Professor  Seligman  (New  York) :  That  opens  up  a  very 
big  question  into  which  I  did  not  desire  to  enter  or  be  drawn,  — 
the  relative  merits  of  net  receipts  versus  gross  receipts  taxation. 
A  great  deal  may  be  said  on  both  sides  of  the  question.     I  think 
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that  so  far  as  the  net  receipts  tax  is  concerned  the  same  argu- 
ments would  apply  in  favor  of  that  tax  as  would  apply  to  a  tax 
on  the  net  receipts  of  land,  or  the  selling  value  of  land,  as  over 
against  the  old  bibUcal  tithe.  Very  much  the  same  objections 
might  be  urged  against  the  tax  on  the  value  of  land  that  the 
gentleman  urges  on  the  tax  on  net  receipts  of  corporations. 
One  piece  of  land  may  be  situated  in  a  State  where  there  was 
very  little  rain  last  year.  Another  maybe  deluged  with  rain. 
One  may  require  a  great  deal  of  drainage;  another  may  require 
little;   and  so  on  ad  infinitum. 

Personally  I  should  say  that  the  more  ideal  system,  if  it  can 
be  worked  in  practice,  would  be  a  system  of  taxation  of  net 
receipts,  or  the  capitalization  of  net  receipts.  All  seUing  value, 
of  course,  is  nothing  but  a  capitalization  of  present  and  antici- 
pated net  receipts.  At  the  same  time,  I  can  understand  how 
both  in  the  minds  of  the  preceding  speaker  and  of  other  speakers 
and  thinkers  there  will  be  objections  to  the  system  of  a  tax  on 
the  net  receipts.  If  there  were  time  it  would  be  interesting, 
perhaps,  to  go  more  fully  into  the  pros  and  contras  of  these  two 
methods. 

All  I  attempted  to  plead  for  in  my  paper  was,  irrespective  of 
whether  you  used  the  one  or  the  other  method,  that  you  should 
not  base  your  system  of  taxation,  as  we  do  in  New  York  very 
largely,  either  upon  the  haphazard  valuation  of  the  local 
assessor,  or  upon  the  scarcely  less  haphazard  estimate  of  the 
State  board,  all  of  whom  fail  to  publish  or  give  any  definite 
account  of  the  methods  that  they  employ  in  arriving  at  their 
estimate  or  guess.  It  seems  to  me  that  is  the  real  gravamen  of 
the  difficulty  at  present.  Let  us  get  rid  of  our  system  of  hap- 
hazard property  valuation,  and  then  we  can  begin  to  discuss  as 
to  which  of  the  other  methods  —  all  of  which  are  preferable  — 
is  really  best  in  itself.  But  to  answer  the  specific  question  that 
the  gentleman  put,  I  should  say  that  on  the  whole  it  seems  to 
me  that  there  is  just  as  much  chance  of  securing  equality  as 
between  railways  or  corporations  under  our  modern  systems  of 
accounting,  of  government  enforced  accounting,  by  a  system  of 
tax  on  net  receipts  as  there  would  be  by  a  tax  on  gross  receipts. 

Mr.  Lee  (Mississippi) :  We  would  Uke  to  know  if  a  road  that 
fails  to  earn  anything,  that  does  not  show  a  net  earning  at  all, 
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that  is  being  operated  at  a  loss,  should  be  assessed  at  all.  We 
would  like  to  understand  just  how  that  is  to  be  got  at. 

Professor  Seligman  (New  York) :  I  should  say  that  should 
be  gotten  at  by  the  method  that  is  employed  all  over  Europe. 
They  make  the  distinction  made  by  some  of  our  States  between 
local  taxation  and  State  taxation.  The  special  State  tax  is 
levied  on  a  corporation  as  such,  but  the  local  tax  is  levied  on 
the  property  in  the  State.  If  the  railway  does  not  make  any 
money  that  year,  there  is  no  reason  why  it  should  contribute 
to  the  State  tax.  There  is,  however,  every  reason  why  it  should 
contribute  to  the  local  expenditures  through  the  local  tax. 
That  is  in  vogue  in  every  country  —  England,  Germany,  France, 
everywhere  else  where  they  have  a  system  of  taxation  of  net 
revenue  of  railways  for  State  purposes  and  local  taxation  of 
railway  real  property  for  local  purposes.  It  is  also  in  vogue  in 
a  few,  but  very  few,  of  our  States.  In  that  way  you  accomplish 
all  the  results  which  you  aimed  at  because  you  don't  overburden 
the  corporation  when  it  is  trenching  upon  its  reserves  and  not 
making  any  money  at  all.  At  the  same  time  you  are  making 
it  contribute  to  the  undoubted  needs  of  the  locality. 

Mr.  W.  S.  Glass  (Kansas) :  The  Professor  makes  the  assertion 
that  it  is  a  haphazard  system  of  taxation  in  the  various  States 
of  the  United  States.  I  don't  know  his  grounds  for  making 
that  assertion  and  declaration,  but  I  know  from  personal 
knowledge  and  personal* experience  that  all  the  States  of  the 
Union  don't  make  haphazard  assessments  or  a  haphazard 
valuation.  If  the  gentleman  will  look  at  the  returns  of  the  last 
assessment  in  the  State  of  Kansas  and  will  compare  them  with 
the  facts,  he  will  find  that  it  is  not  haphazard,  and  I  don't  see 
that  there  is  any  State  in  the  Union  with  a  competent  Board 
of  Assessors  but  can  do  the  same  thing  that  has  been  done 
there.  Professor  Adams  made  his  estimate  along  the  lines  of 
values  ascertained  by  stock  sales.  Our  board  made  a  valuation 
ascertained  along  other  lines,  as  well  as  using  the  knowledge 
that  we  gained  through  Professor  Adams'  work,  and  we  arrived 
at  conclusions  very  close  to  his  conclusions.  But  the  Professor 
must  remember  that  the  question  of  net  earnings  is  considered 
when  any  one  or  any  board  seeks  to  make  a  just  and  fair 
iment. 


DISCUSSION  AND  CRITICISM  225 

Professor  Seligman  (New  York) :  My  criticism  is  not 
against  any  individual  assessor  or  board  of  assessors,  for  the 
country  is  full  of  well-intentioned,  able  and  expert  men  that 
are  doing  their  best  with  the  laws  that  they  possess,  or  that  it  is 
possible  for  them  to  secure.  My  objection  is  that  it  is  all 
secret  and  that  you  cannot  apply  the  test  of  scientific  criticism 
to  their  methods ;  and  that  is  all  wrong.  Such  a  thing  as  that 
ought  not  to  exist  in  a  civiUzed  country.  It  does  not  exist 
in  any  other  civilized  country.  Elsewhere  everything  is  open 
and  above  board,  and  if  you  seek  redress,  then  you  know  on 
what  lines  to  seek  redress.  But  here  in  this  country  you  go  to 
this  gentleman's  board  or  any  other  gentleman's  board,  if  you 
happen  to  represent  a  railway  —  though  I  was  not  thinking 
so  much  of  railways  as  I  was  thinking  of  the  appraisement  of 
general  corporations,  business  corporations  in  New  York  State, 
where  we  tax  all  corporations,  and  where  it  is  a  superhuman 
task  and  impossibility  for  any  man  or  set  of  men  to  get  at  the 
valuation  of  every  corporation  in  the  State.  The  railways 
are  the  very  easiest  to  handle.  We  have  made  a  botch  of 
it  pretty  much  this  far  with  the  railways,  but  it  is  the  very 
easiest  problem,  and  with  the  spread  of  taxation  now  through- 
out this  country  we  will  soon  have  all  the  States  doing 
pretty  much  what  they  assume  to  do  in  some  of  the  Eastern 
States. 

My  criticism  is  not  against  the  individual  man,  not  against 
the  assessor,  —  of  course  they  are  doing  the  best  they  can,  and 
lots  of  them  are  honest  and  want  to  be  honest  as  far  as  they 
can,  —  my  criticism  is  against  the  law  which  makes  it  impossible 
to  apply  the  scientific  test  of  criticism  to  their  methods.  If 
one  victim  says,  "  Here,  I  ought  to  have  been  assessed  not  at 
two  million  dollars,  but  only  at  one  and  one  half  miUion,"  we 
cannot  find  out  from  the  average  assessors  the  grounds  on  which 
they  arrived  at  two  million  rather  than  one  and  one  half  million. 
All  they  say  is,  "  We  have  taken  all  things  into  consideration, 
and  we  think  that  is  right."  You  come  back  exactly  to  the 
method  of  absolute  government,  only  in  olden  times  in  France 
and  everywhere  else  the  king  or  his  officials  said,  "  Here,  this 
man  shall  be  taxed  at  so  many  thousand  francs,  or  so  many 
million  francs,  and  if  he  objects  you  must  clap  him  into  jail." 

Q 
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He  was  given  no  explanation.  We  are  given  no  explanation. 
It  is  the  method  that  is  wrong,  not  the  individual. 

Mr.  Glass  (Kansas) :  The  Professor  is  aware,  I  have  no 
doubt,  that  the  latest  expression  of  the  Supreme  Court  of  the 
United  States  in  the  Nebraska  cases  confirmed  and  approved 
of  that  very  system  which  you  criticise. 

Professor  Seligman  (New  York) :  Surely.  They  upheld 
the  constitutionality  of  the  system;  no  one  doubts  its  constitu- 
tionality. The  Supreme  Court  of  the  United  States  is  not 
usually  an  economic  authority.  They  know  mighty  Httle  of 
economic  facts,  as  we  know  from  many  of  their  decisions.  (Ap- 
plause and  laughter.)  They  are  not  here  to  be  our  guides  in 
economic  facts  and  methods;  they  are  here  to  test  the  constitu- 
tionality of  the  law,  and  of  course  under  a  constitution  that  says 
all  property  shall  be  valued,  this  method  is  constitutional, 
and  I  have  no  doubt  it  is  the  very  best  thing  that  in  some  of  our 
States  is  possible  under  their  constitutions. 

What  I  am  pleading  for  is  a  change  of  the  public  conscience 
or  an  appreciation  of  the  facts,  so  as  to  lead  to  an  alteration  of 
the  law  or  the  constitution.  We  can  never  get  on  farther  in 
the  present  way.  Suppose  the  gentleman  were  to  be  connected 
with  a  Board  of  Assessors  which  had  to  do  what  in  some  of  the 
States  has  to  be  done,  —  estimate  the  selling  value  of  every 
corporation  in  that  State,  from  the  Standard  Oil,  or  the  United 
States  Steel  Co.,  down  to  the  humblest  corporation  of  a  few 
hundred  dollars?  How  much  reliance  do  you  think  we  could 
afford  to  place  in  the  estimate  of  those  three  or  four  or  five 
gentlemen,  most  of  whom  are  not  experts  in  business  at  all, 
and  none  of  whom,  of  course,  can  be  experts  in  all  the  different 
lines;  what  reliance  can  we  place  upon  their  estimate  of  the 
real  valuation  of  those  businesses?  Some  of  them  may  not 
even  be  corporations;  may  be  joint  stock  companies;  may  be 
other  companies  which  come  under  the  law.  As  I  say,  it  is  a 
superhuman  task.  The  gentlemen  who  are  trying  to  work  out 
the  problem  of  the  rnilways  arc  only  at  the  very  fringe  of  the 
difficulty.  If  we  are  going  to  apply  the  same  methods  during 
the  next  few  decades  to  the  whole  problem  of  taxation,  we  will 
soon  get  into  much  deeper  water  than  we  are  at  present. 

Mr.  Allen  Riplky  Footk  (Ohio):   Since  Professor  Adams' 
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method  has  been  referred  to  as  applied  in  Michigan,  I  would 
simply  state  that  the  chairman  of  the  Taxation  Commission  of 
the  State  of  Michigan  in  his  most  recent  paper  has  said  that 
the  attempt  to  value  the  railroads  of  Michigan  by  Professor 
Adams'  method  has  resulted  in  greater  inequalities  than  any 
system  it  superseded.^ 

,  Mr.  Glass  (Kansas) :  One  word  more.  I  assume  that  the 
gentlemen  who  view  this  question  from  the  academic  standpoint 
are  able  to  take  pencil  and  paper  and  gather  the  facts  and  find 
what  the  net  earnings  of  corporations  are,  and  therefore  their 
figures  are  determined  without  first  having  the  assessing  board 
to  put  it  formally,  and  the  process  by  which  it  was  arrived  at. 
If  the  gentleman  will  take  the  assessment  of  Kansas  so  far  as 
the  question  of  net  earnings  is  concerned,  and  apply  the  test, 
he  will  find  that  it  comes  nearly  right;  it  is  not  necessary  that 
the  State  Tax  Commission  should  say,  "  We  arrive  at  it  in  such 
and  such  a  way,  by  such  and  such  a  path,  here  are  the  figures," 
because  the  statistics  upon  which  the  problem  was  worked  out 
are  common  to  all  men.  That  is  the  proposition,  and  I  rather 
resent  the  suggestion  that  we  were  guessing  for  values. 

Professor  Seligman  (New  York) :  My  only  query  would  be, 
"How  can  you  successfully  defend  yourself  against  the  impu- 
tation that  you  are  doing  such  things  ?  "  Those  who  know  you 
would,  of  course,  resent  any  such  imputation;  but  the  great 
mass  of  the  American  people  who  do  not  know  you,  or  do  not 
know  you  personally,  or  your  reputation,  want  to  find  out 
whether  this  is  right  or  not.  Why  does  the  law  allow  you  to 
take  refuge  under  that  fact  of  secrecy  ?  If  you  are  quite  confi- 
dent in  your  own  mind  that  you  are  right,  what  is  the  objection 
to  publishing  the  methods  and  the  processes  by  which  you  have 
reached  the  result  ?  If  you  are  actually  right,  then  of  couise 
you  will  get  all  right-minded  men  to  agree  with  you  and  come 
to  your  support.  I  for  one  have  never  been  able  to  understand 
why  the  law  has  put  upon  the  State  assessors  what  I  should 
consider  a  burden  of  secrecy.  It  makes  them  practically  the 
absolute  masters  of  the  situation  except  in  so  far  as  concerns 
some  gross  and  glaring  over-assessment  overturned  by  a  court 

•  Extracts  from  the  paper  of  Mr.  Shields,  referred  to  by  Mr.  Foote,  will  be 
found  in  the  appendix  on  page  263. 
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of  review.  But  it  does  not  give  the  American  people  a  chance 
of  effective  criticism,  and  in  a  democracy  unless  you  have  that 
right  of  effective  criticism  and  careful  scrutiny,  I  say  you  run 
all  sorts  of  danger. 

Mr.  Glass  (Kansas) :  A  tax  commissioner  of  one  of  the 
great  systems  of  this  country  said  when  he  looked  at  the  totals, 
"  Why,  you  have  fixed  the  value  they  are  capitalized  at  at  6 
per  cent."  He  didn't  have  to  have  those  figures.  And  so  it  is 
with  all  the  work,  if  you  will  go  to  the  facts  and  figures,  you  will 
find  that  it  is  done  perhaps  scientifically. 

Mr.  W.  H.  Corbin  (Connecticut) :  There  is  one  method  that 
has  not  been  mentioned,  that  is  in  use  in  Connecticut,  —  that  is, 
taxing  the  average  market  value  of  the  stock  and  the  funded 
and  floating  indebtedness  as  of  October  1  based  on  the  pro- 
portionate mileage  within  the  State.  The  only  trouble  about 
it  is  the  Board  of  EquaUzation  has  to  value  the  stock. 

Mr.  J.  J.  Thomas  (Utah) :  I  understand  the  Professor,  in 
speaking  about  the  method  being  haphazard,  to  refer  to  it  in  a 
general  way,  as  the  general  opinion  of  making  assessments  of 
property  at  the  present  time  in  this  country.  I  have  been 
connected  with  the  taxing  board  for  eighteen  years,  and  I 
agree  with  the  Professor.  I  don't  think  any  man  that  has  had 
any  experience  with  making  assessments  can  come  to  any  other 
conclusion,  and  I  want  to  say  to  him  that  I  think  his  proposition 
about  the  assessing  of  railroads,  either  upon  their  gross  earnings 
or  net  earnings,  is  the  only  way  you  can  get  at  the  valuation  and 
make  an  assessment  that  will  justify  the  action  of  the  board 
before  the  people.  I  think,  as  he  does,  that  the  law  ought  to 
be  changed,  the  constitution  ought  to  be  changed,  and  we  ought 
to  get  down  to  some  rational  fixed  basis,  not  secret  or  otherwise, 
by  which  people  would  know  what  is  going  on.  I  think  the 
paper  is  an  admirable  one,  and,  like  him,  I  want  to  get  some 
light.  I  think  his  proposition  and  conclusions  are  correct,  and 
I  understand  his  reference  to  "  haphazard "  is  not  to  any  indi- 
vidual, but  to  things  in  general. 

Mk.  J.  H.  Eastekday  (Washington) :  I  can  scarcely  sub- 
scribe to  what  the  eminent  Professor  has  said,  if  I  properly 
interpret  his  position.  I  certainly  believe  in  publicity,  and  the 
greatest  publicity  in  all  public  affairs.     I  don't  believe  that  year 
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in  and  year  out  one  locality  after  another  can  adopt  any  rule 
that  is  fair  for  the  assessment  of  public  service  properties. 
That  is,  I  don't  believe  it  is  a  fair  rule  to  capitalize  the  net  earn- 
ings at  all  times  and  at  all  places.  I  don't  believe  that  the  bond- 
and-stock  method  is  the  correct  method  to  be  applied  at  all 
times.  I  don't  believe  that  the  cost  of  reproduction  would  be 
a  fair  method  at  all  times.  But  for  the  time  when  you  make 
your  assessment,  let  the  assessing  official  use  the  same  judgment 
that  he  would  use  if  he  were  going  to  buy  the  road  from  end  to 
end  and  all  of  its  rolling  stock. 

Now,  what  would  a  fair  man  and  a  conservative  man  do  under 
those  conditions  ?  He  would  say,  "  You  have  had  a  net  earning 
here  of  so  much,  which  if  capitalized  at  a  certain  per  cent  makes 
your  road  worth  so  much."  He  would  take  the  basis  of  the 
bond-and-stock  theory,  and  that  would  carry  out  about  so  much. 
He  would  take  the  cost  of  reproduction,  if  you  please,  the  chances 
of  deterioration,  and  in  that  way  he  would  be  using  as  much 
judgment  as  I  would  want  a  man  to  use  if  he  were  buying  the 
railroad  for  me.  When  the  assessing  officials  take  these  various 
things  into  their  consideration  in  assessing  the  mileage  on 
railroads  in  the  State,  they  can  arrive  at  something  that  is  as 
nearly  correct  as  anything  in  ascertaining  values  can  be. 

Why,  sir,  if  you  would  adopt  the  method  of  net  earnings 
and  apply  it  to  the  telegraph  companies  in  the  State  of  Washing- 
ton for  the  last  year,  they  show  a  deficit ;  there  would  be  noth- 
ing. If  you  are  not  to  take  into  consideration  the  physical 
value  sometimes,  then  you  are  doing  an  injustice  to  the  other 
classes  of  property,  because  there  are  periods  when  the  railway 
companies,  when  the  farmer,  when  the  merchant,  even  the  man 
that  is  working  for  wages,  is  running  at  a  loss.  It  matters 
not  what  these  losses  are,  the  State  must  receive  its  taxes; 
schools  must  be  kept  open ;  the  city  must  be  poUced ;  and  when 
you  get  down  to  the  proposition  on  any  one  matter  to  say, 
"  We  will  divide  profits  with  you  in  good  times,  but  in  bad  times 
the  balance  of  us  will  bear  all  the  burdens  of  the  tax,"  we  are 
on  a  wrong  and  an  inequitable  plane. 

One  word  more,  —  and  I  say  this  to  get  light,  —  I  am  inclined 
to  think  that  I  favor  a  gross  earnings  tax  as  against  the  ad 
valorem  tax  in  a  large  degree.     In  taxing  on  the  gross  earnings 
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we  must  bear  in  mind  that  we  can  only  tax  the  income  from 
shipments  beginning  and  ending  within  the  State.  Suppose 
there  are  two  railroads  running  parallel,  one  of  which  does  a 
large  interstate  business,  and  the  other  one  does  a  large  intra- 
state business,  how  can  we  as  practical  men,  trying  to  frame 
laws,  and  trying  to  execute  the  laws  when  framed,  do  equity 
and  justice  to  ourselves  and  to  the  railroads  under  those  condi- 
tions ? 

Mr.  F.  M.  Lee  (Mississippi) :  If  I  may  be  allowed,  I  want  to 
just  put  these  queries.  For  instance,  a  road  will  cost  $10,000 
a  mile,  and  yield  a  profit  or  a  percentage  on  $1000.  Is  the  road 
worth  $10,000,  or  is  it  worth  $1000?  We  would  certainly  say 
it  was  worth  the  $1000.  In  the  absence  of  strategic  situations 
it  would  not  have  a  market  value  of  more  than  $1000.  It  might 
appear  to  be  fair  and  simple  to  assess  at  the  value  which  the  net 
returns  are,  a  fair  percentage  of  interest.  But  the  simplicity 
and  convenience  vanish  when  we  imagine  the  railroads  yielding 
no  net  return  and  yet  enjoying  the  protection  and  benefit  of 
the  government.  Yet,  if  the  net  return  shall  not  be  a  dominant 
factor  in  fixing  the  valuation,  we  have  a  destructive  policy  of 
taxing  upon  the  prime  cost  or  the  cost  of  rebuilding  in  instances 
where  an  investment  yields  nothing  or  a  return  on  much  less 
than  the  amount  invested.  If  a  farm  be  assessed,  we  can  get  at 
that  all  right,  but  not  so  with  railroads.  The  ownership  of 
railroads  involves  thousandS"of  dollars'  worth  of  stock  fluctuating 
in  value  daily  because  of  many  circumstances  which  have  no 
bearing  in  the  real  value  of  property.  A  valuation  on  the  cost 
of  reconstructing  the  physical  properties,  and  the  knowledge 
of  the  net  returns  on  the  capital  invested  by  the  owners,  might 
give  the  basis  for  a  fair  valuation,  but  far  from  a  satisfactory 
one  in  fixing  the  minimum  in  case  of  non-productive  railroads, 
or  in  fixing  the  maximum  in  case  of  a  railroad  enjoying  unusual 
geographical  and  strategical  advantages  which  bring  abnormal 
returns  on  the  investment.  With  mathematical  factors  must  be 
blended  discretionary  powers  and  the  earnest  desire  on  the  part 
of  those  fixing  the  assessment  to  do  exact  justice  for  anything 
like  the  just  apportionment  of  the  burdens  of  taxation.  Now,  I 
want  to  know  how  to  get  at  that.     {Laughter.) 

Mr.  L.  Q.  Powers  (Wa.shington) :     I  don't  think  that  it  is 
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necessary  from  Professor  Seligman's  standpoint  to  answer  any 
of  those  questions,  and  the  burden  of  answering  them  must 
rest  with  those  who  question  Professor  SeUgman's  position. 
As  I  understood  Professor  Seligman's  paper,  it  is  all  based  upon 
a  recognition  of  the  difficulties  to  which  the  last  speaker  alludes, 
and  we  must  value  all  these  things,  if  we  act  along  the  line  of 
making  a  valuation,  quite  arbitrarily  whether  We  want  to  or 
not.  The  claim  of  the  Professor  is,  "  Let  us  have  a  system  of 
making  a  tax  that  does  not  involve  just  those  diflficulties  and 
absurdities  to  which  attention  was  called." 

Mr.  Purdy  (New  York) :  The  gentlemen  from  the  Western 
States  are  generally  familiar  with  the  assessment  of  railroads 
by  the  State  Board.  They  don't  have  any  conception  of  what 
we  are  up  against  in  the  State  of  New  York.  They  don't 
appreciate  some  of  the  problems  with  which  Professor  Seligman 
is  familiar,  and  in  view  of  which  he  read  his  paper.  I  want  to 
tell  you  a  few  things  that  we  have  to  contend  with  in  the  State 
of  New  York.  One  railroad  in  the  State  of  New  York  pays 
1950  separate  tax  bills.  It  deals  with  about  1000  separate 
assessing  boards.  Probably  900  of  them  have  their  grievance 
days  at  the  same  time.  How  would  you  like  to  be  in  that 
position  if  you  were  the  assessed  party? 

Part  of  Professor  Seligman's  proposition  is  that  a  public 
service  corporation  which  has  property  within  the  State  should 
be  assessed  as  a  unit.  You  have  that  already,  so  you  don't 
realize  the  difficulties  with  which  we  have  to  contend.  The 
New  York  Central  Railroad  has  certain  tracks  in  the  city  of  New 
York  that  run  from  59th  Street  on  Manhattan  Island  up  to 
Spuyten  Duyvil  Creek,  that  separates  Manhattan  from  the 
Bronx.  That  land  was  formerly  in  the  water.  It  is  "made" 
land  to  a  large  extent,  and  is  just  below  Riverside  Park.  On 
top  of  the  hill  there  are  beautiful  residential  sites.  Under  our 
law  and  decisions  of  the  courts  land  used  for  railway  purposes 
must  be  assessed  at  the  same  rate  as  adjoining  land.  We  try 
to  obey  the  law.  We  established  —  I  think  with  reasonable 
accuracy  —  the  land  value  of  the  units  on  Riverside  Drive  for 
residential  purposes.  The  deputy  tax  commissioner  (you 
call  him  the  assessor  —  we  have  rather  a  stupid  title)  assessed 
that  property  up  there.     He  has  perhaps  a  mile  of  it.     He  is 
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ordered  to  give  his  land  value  to  the  man  who  has  charge  of 
assessing  all  this  pubUc  service  corporation  property.  The 
deputy  in  the  next  district  has  another  piece,  and  he  gives  his 
value  in  the  same  way.  We  have  to  assess  that  little  chunk  of 
railroad  without  any  relation  whatever  to  the  whole  railroad. 
Under  our  law  it  is  nothing  but  a  strip  of  land  down  at  the  foot 
of  the  hill  under  a  wall  that  is  used  by  the  railroad,  and  we  have 
got  to  assess  it  as  a  building  lot.  We  have  as  a  measure  of  the 
value  of  the  rails  and  ties,  the  rule  that  we  cannot  assess  them 
for  more  than  it  would  cost  to  replace  them.  Now,  I  have 
studied  this  matter  a  good  deal,  and  I  have  talked  to  all  the 
people  I  could  find  that  knew  about  it,  but  I  don't  know  how  in 
Heaven's  name  we  are  going  to  find  out  what  that  strip  from 
59th  Street  to  Spuyten  Duyvil  is  worth  under  those  rules.  I 
should  welcome  very  greatly  the  assessing  of  that  whole  system 
as  a  unit,  except  such  parts  of  it  as  are  not  used  in  the  operation 
of  the  road.  I  just  mention  this  case  to  show  you  that  Professor 
Seligman  has  problems  within  his  vision  that  are  unfamiliar 
to  men  who  are  perhaps  better  placed  in  reference  to  that 
problem. 

Mr.  Harrison  Williams  (New  York) :  I  wish  to  back  up 
what  Mr.  Purdy  says  about  the  assessing  of  property  by  indi- 
vidual assessing  boards.  I  speak  particularly  for  New  York,  for 
the  railroad  that  has  1950  tax  bills  in  that  State.  It  is  true  there 
are  approximately  1000  subdivisions  of  tax  districts  with  inde- 
pendent rules,  but  a  number  of  those  rely  for  their  valuations 
upon  dividing  assessments  made  by  other  parties;  so  that  we 
may  reduce  the  situation  there  in  the  case  of  companies  which 
I  represent  to  about  250  separate  tax  districts. 

I  agree  with  Professor  Seligman  in  his  position  that  we  should 
do  away  with  the  element  of  continual  discussions  and  sub- 
stitute a  certain  rule  wherever  possible.  When  I  said  that  I 
thought  it  a  mistake  to  make  certainty  more  important  than 
equality,  I  did  not  mean  it  to  be  understood  that  I  was  against 
the  importance  of  that  measure.  Let  me  say  in  regard  to  New 
York,  I  am  perfectly  willing  to  concede  that  in  one  of  those  250 
tax  districts  we  have  an  absolutely  perfect  assessment.  I  believe 
it  is  claimed  by  every  one  of  the  250  tax  districts  that  the  assess- 
ment is  scientific,  is  proper,  is  legally  made.    Perhaps  the  only 
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criticism  I  wish  to  make  is  that  in  no  two  of  the  250  tax  districts 
which  I  can  recall  is  the  assessment  apparently  made  upon  the 
same  basis,  although  all  are  made  under  exactly  the  same  law. 
Apparently  249  are  in  error.  I  have  never  been  able  to  discover 
or  get  any  to  acknowledge  which  of  the  249  was  in  error. 

Country  assessors  in  New  York  are  charged  with  the  assess- 
ment of  railroad  real  estate.  They  have  absolute  charge  of  that 
assessment,  subject  only  to  the  more  or  less  nominal  supervi- 
sion of  a  State  Board  of  Tax  Commissioners,  which  is  without 
any  substantial  power  to  enforce  its  rules.  The  assessment  of 
farm  lands  is  almost  invariably  copied,  and  the  assessment  of 
other  lands  and  of  other  properties  is  almost  invariably  copied 
from  the  assessment  books  of  the  year  before.  We  have  annual 
assessments;  we  do  not  have  the  decennial  assessment  of  Ohio 
nor  the  triennial  assessment  of  Pennsylvania.  The  way  the 
annual  assessment  works  out  we  find  is  that  it  is  simply  copied 
from  the  year  before. 

In  the  case  of  railroad  property,  in  the  twelve  years  in  which 
I  have  had  charge  or  been  connected  with  the  tax  matters  of 
the  company,  there  has  not  been,  with  the  exception  of  one 
county  out  of  perhaps  the  fifteen,  in  which  we  are  interested  in 
New  York  State,  a  systematic  effort  to  find  a  legal  basis  of 
assessment.  I  can  state  without  fear  of  contradiction  from 
those  familiar  with  the  facts  in  New  York  that  the  matter  has 
been  solely  determined  in  two  ways  —  first,  by  the  ability  of 
the  assessor  to  guess  without  having  any  facts  whatever  save 
those  which  he  derived  from  the  railway  company,  upon  which 
to  form  a  judgment;  and  secondly,  his  opinion  of  how  much 
the  railroad  company  would  stand  without  litigation.  Now, 
with  those  conditions,  is  it  peculiar  that  we  seek  a  simphfication 
of  our  method  ?  That  we  seek  some  method  whereby  the  taxes 
on  approximately  twenty-four  millions  —  which  I  believe  is  our 
assessment  in  that  State  alone  —  can  be  placed  according  to 
law  upon  a  basis  which  does  not  need  the  discretion  of  approxi- 
mately 750  to  1000  assessors  ? 

And  yet  after  all,  the  property  tax,  the  ad  valorem  tax  as  we 
call  it,  is  but  a  part  of  our  difficulty.  I  think  that  the  ad 
valorem  tax  is  possibly  the  worst  form  of  taxation  for  railroad 
property  that  we  have,  —  except  the  gross  receipts  tax  and  the 
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capital  stock  tax,  —  and  we  have  them  all  in  New  York  and  seven 
or  eight  more.  (Laughter.)  In  fact,  we  have  eleven  varieties 
of  taxation  of  our  railroad  companies  in  New  York  to-day. 
The  only  thing  systematic  about  the  New  York  system  of 
taxation  is  the  great  efifort  made  to  avoid  any  system  whatever. 
(Laughter.) 

Mr.  a.  C.  Pleydell  (New  Jersey) :  To  make  matters  worse, 
the  New  York  legislature  two  years  ago  enacted  that  the  local 
assessors  should  continue  to  assess  the  right  of  way  of  steam 
railroads  so  long  as  they  ran  along  their  own  property,  but  when 
they  came  to  a  street  crossing,  the  bridge  and  thirty-five  or 
fifty  feet  of  distance  across  the  street,  with  the  value  of  the 
privilege  of  maintaining  that  bridge  over  the  highway,  should 
be  assessed  by  the  State  Board  at  Albany;  so  now  Mr.  Purdy's 
department  has  no  jurisdiction  whatever  over  those  places  on 
the  New  York  Central's  line  where  there  is  a  public  highway 
leading  down  to  a  wharf.  As  though  that  was  not  enough,  they 
enacted,  in  the  same  law,  that  the  street  railways,  which  under 
the  special  franchise  law  are  assessed  as  a  unit  along  the  whole 
length  of  the  street  by  the  State  Board,  because  they  occupy 
a  public  highway,  and  the  telephone  lines  that  occupy  the  public 
highway,  should  be  chopped  off  in  the  reverse  order  from  the 
steam  railroads;  and  when  they  crossed  another  highway  they 
came  within  the  jurisdiction  of  the  local  assessors  for  that  fifty 
feet.  After  that  law  was  "passed  the  last  part  of  it  would  not 
work  at  all,  and  it  was  repealed  before  the  next  assessment  day 
happened  in  the  country  districts ;  that  part  of  the  law  did  not 
affect  the  cities.  So  they  smoothed  over  that  part,  and  they 
don't  chop  a  street  railway  in  sections  for  assessment;  but 
they  do  chop  up  steam  railroads  and  add  to  their  trouble. 

Mr.  E.  C.  Kontz  (Georgia) :  I  wish  to  say  for  the  informa- 
tion of  this  Convention  specially,  since  I  have  heard  of  the 
numerous  tax  districts  to  which  the  railways  have  to  respond  in 
New  York,  that  in  Georgia  our  system  for  public  service  corpora- 
tions is  this.  I  know  that  no  system  is  satisfactory  to  all  of 
the  subjects  or  the  victims,  and  this,  being  human,  of  course  has 
its  imperfections,  but  it  has  very  great  superiority  over  that 
system  where  the  railroads  or  the  corporation  has  to  respond 
to  so  many  diflferent  persons.     A  return  is  made  by  tiiese  cor- 
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porations  to  the  controller  general.  They  make  their  own 
valuation.  If  he  is  not  satisfied  with  that  return,  an  arbitra- 
tion is  had.  He  appoints  one  arbitrator  who  is  a  member  of 
that  railroad  committee;  the  corporation  appoints  one  arbi- 
trator; and  if  they  fail  to  agree,  they  appoint  a  third.  The 
commission  then  hears  evidence,  and  they  determine  what  the 
assessment  shall  be.  As  to  the  personal  feature,  I  may  say  that 
the  controller  general  of  Georgia  has  been  in  office  from  the 
time  whereof  the  memory  of  man  runneth  not  to  the  contrary. 
He  has  no  opposition  in  all  that  time.  I  take  it  that  that 
means  that  he  is  an  upright,  correct  man.  The  railroad  com- 
missioners are  nominated,  and  they  are  men  of  first-class  abiUty. 
That  assessment  fixes  the  returns  for  the  counties  and  the  cities, 
and  the  controller  general  sends  out  to  the  counties  and  the 
cities  a  statement  of  the  amount  which  is  due  them.  The  calcu- 
lation is  made  by  him  on  the  basis  of  the  local  tax  rate  in  the 
various  counties  and  cities. 

Mr.  Williams  (New  York) :  There  is  a  question  I  am  very 
much  interested  in.  May  I  ask  whether  the  assessment  is  on 
an  ad  valorem  or  on  a  receipts  basis? 

Mr.  Kontz  (Georgia) :  It  is  on  an  ad  valorem  basis.  Under 
our  constitution  our  taxation  must  be  uniform  and  ad  valorem. 
The  only  receipt  that  is  on  any  other  than  the  ad  valorem  basis 
is  the  gross  receipts  charged  under  contract  by  the  city  of 
Atlanta  as  to  the  street  railroad  corporation. 

Professor  Gray  (Minnesota) :  I  want  to  corroborate  what 
the  gentleman  from  Georgia  says.  I  was  down  making  an 
investigation  into  some  of  these  things,  and  I  had  a  very  interest- 
ing interview  with  the  controller  general,  and  among  other 
things  I  asked  him  what  happened  to  him  when  he  assessed  the 
corporations  more  than  they  thought  they  ought  to  be  assessed, 
and  also  how  frequently  they  agreed  to  resort  to  arbitration. 
He  said  it  was  a  very  rare  occurrence.  I  wanted  to  know  if  they 
did  not  oust  him  from  his  office,  and  he  said,  very  modestly  it  is 
true,  "  No,  it  is  no  use."  That  interested  me,  and  I  found  the 
reason  why,  and  it  is  a  reason  that  does  not  exist  in  any  other 
place,  and  above  all  it  is  a  reason  that  does  not  exist  in  New 
York.  It  is  that  the  controller  general  of  the  State  is  not 
only  an  upright  man,  but  he  is  an  ex-Confederate  soldier,  and 
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he  meets  with  the  approval  of  the  united  opinion  in  that  com- 
munity. Nobody  suspects  him,  and  it  Uterally  would  spoil  a 
man's  political  career  to  suggest  another  candidate.  It  would 
not  be  worth  his  while,  and  no  amount  of  money  and  no  amount 
of  persuasion  can  shake  him  out  of  that  office.  He  sits  there 
and  does  his  duty  as  he  sees  it,  and  no  man  dare  attack  him 
because  there  is  a  united  sentiment  in  that  community. 


CITY  REAL  ESTATE  ASSESSMENT 

By  Lawson  Purdy 
President  of  Department  of  Taxes  and  Assessments,  New  York,  N.Y. 

The  precise  form  of  the  organization  of  the  assessing  depart- 
ment of  a  city  must  depend  more  or  less  upon  the  size  of  the 
city,  but  the  principles  which  should  underlie  the  organization 
are  the  same  in  every  city  and  in  country  districts  as  well. 

The  administrative  head  of  the  assessing  department  should 
be  appointed  and  not  elected,  and  should  be  removed  at  the 
pleasure  of  the  appointing  power.  Associated  with  the  ad- 
ministrative head  of  the  department  there  should  be  a  sufficient 
number  of  commissioners,  who  together  with  him  shall  act  as 
a  board  of  review  and  pass  on  all  questions  which  should 
properly  be  submitted  to  the  board  rather  than  to  a  single 
official.  In  small  cities  a  board  of  three  members  would  be 
sufficient,  and  two  of  them  might  receive  a  much  smaller  com- 
pensation than  the  administrative  head  of  the  department,  as 
their  duties  would  probably  be  confined  to  the  reviewing  work, 
which  would  take  only  a  few  weeks  in  the  course  of  a  year. 
In  large  cities  the  number  may  be  increased  as  necessity  re- 
quires. 

The  members  of  this  board,  including  the  administrative  head, 
should  be  appointed  and  not  elected,  as  it  is  desirable  that  there 
should  be  as  few  persons  as  possible  to  be  elected  in  order  that 
the  issues  presented  to  voters  shall  be  simple  and  that  responsi- 
bility may  be  centered.  Objection  is  sometimes  made  against 
giving  the  appointing  power  the  option  to  remove  at  will  any 
appointee,  on  the  ground  that  certain  positions  are  essentially 
non-political  and  appointment  for  a  term  of  years  frees  the 
official  from  undue  influence;  but  this  system  deprives  the 
voters  of  control  over  their  own  officials  by  dividing  responsi- 
bility, and  it  is  the  essence  of  popular  government  that  the 
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voters  should  at  all  times,  or  at  frequent  intervals,  exercise  the 
most  effective  and  direct  control  over  all  public  servants. 

The  assessors  who  perform  the  actual  work  of  appraisal  should 
give  their  entire  time  to  their  work  and  be  engaged  in  no  other 
business.  They  should  be  selected  as  the  result  of  a  competitive 
examination,  which  should  be  designed  with  care  to  ascertain 
their  fitness  for  the  actual  duties  they  are  called  upon  to  per- 
form; when  appointed  they  should  only  be  removed  for  cause 
after  a  hearing.  The  assessors  should  be  sufficient  in  number, 
so  that  no  one  man  should  have  more  than  10,000  parcels  of 
real  estate  to  assess.  In  a  sparsely  settled  territory  where  the 
parcels  of  property  are  large,  and  in  congested  centers  where 
the  parcels  are  of  irregular  shape  and  values  are  high,  the 
number  of  parcels  which  can  properly  be  assigned  to  any  one 
man  may  not  be  more  than  about  4000.  Each  assessor  should 
be  assisted  by  a  clerk  appointed  after  competitive  examination 
and  only  removable  for  cause.  In  large  cities  certain  of  the 
assessors  may  be  assigned  to  executive  work  and  a  further  force 
of  clerks  may  be  required  in  addition  to  the  one  clerk  assigned 
to  each  field  assessor.  Country  districts  in  which  there  is  not 
enough  assessing  work  to  keep  an  assessor  occupied  all  the  year, 
should  be  consolidated  so  that  there  will  be  enough  work  and 
compensation  to  insure  the  full  attention  of  a  competent  official. 
It  is  too  much  to  expect  scientific  work  from  an  assessor  who 
is  employed  only  a  few  days  a  year  and  receives  only  a  few 
dollars'  compensation. 

Block  System 

In  some  cities  and  in  nearly  all  country  towns  real  estate 
aaaessment  rolls  are  still  arranged  alphabetically  instead  of 
geographically,  and  in  most  country  towns  the  assessment  of 
the  real  estate  of  residents  depends  for  its  validity  upon  the 
correct  designation  of  the  owner.  This  system  unnecessarily 
injects  the  personal  element,  occasionally  invalidates  the 
assessment,  and  worst  of  all,  renders  comparison  of  assessed 
values  exceedingly  difficult.  Moreover,  the  alphabetical  ar- 
rangement, depending  upon  the  correct  designation  of  the 
names  of  owners,  requires  a  separate  roll  or  a  different  method 
for  the  assessment  of  the  property  of  residents  and  non-rosi- 
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dents.  All  together,  the  alphabetical  system  has  nothing  to 
commend  it,  unless  it  be  a  necessity  caused  by  the  absence  of 
proper  maps. 

Accurate  maps  are  the  foundation  of  a  good  system  of  assess- 
ing real  estate.  The  maps  should  be  prepared  in  accordance 
with  the  block  system,  similar  to  that  in  the  city  of  New  York. 
This  system  is  applicable  to  both  city  and  country.  An  ex- 
ample of  its  use  in  country  districts,  and  cities  as  well,  may 
be  found  in  the  Cadastral  system  in  the  Province  of  Quebec. 
The  entire  province  is  divided  into  cadastres,  the  boundaries 
of  which  are  unchangeable.  Within  each  cadastre  the  lot 
numbers  are  changed  as  necessity  requires.  The  system  in  the 
city  of  New  York  was  first  established  to  provide  properly  for 
the  recording  and  indexing  of  instruments  affecting  land  by 
Chapter  166  of  the  Laws  of  1890.  This  system  was  established 
for  the  assessment  of  real  estate  by  Chapter  542  of  the  Laws  of 
1892. 

Briefly  described,  the  block  system  of  assessment  in  the  city 
of  New  York  is  as  follows :  A  land  map  of  the  city  was  prepared 
under  the  direction  of  the  commissioners  of  taxes  and  assess- 
ments, upon  which  is  exhibited  in  sections  and  section  numbers, 
and  block  and  block  numbers,  the  separate  lots  or  parcels  of 
land  taxed  within  each  of  the  city  blocks.  Each  lot  or  parcel 
of  land  shown  on  the  map  is  designated  by  a  lot  number.  The 
lot  numbers  commence  in  each  block  with  number  one  and 
continue  numerically  upwards  for  as  many  lots  as  are  comprised 
within  each  block.  The  word  "block"  as  used  in  this  system 
designates  a  plot  or  parcel  of  land  wholly  embraced  within 
continuous  lines  of  streets  or  streets  and  water  front,  and  may  be 
more  than  a  city  square,  but  generally  does  not  exceed  240,000 
square  feet  in  area.  Blocks  are  numbered  from  number  one 
consecutively  upward.  The  numbers  never  change  and  the 
boundaries  never  change.  The  city  is  further  divided  into 
sections  the  boundaries  of  which  are  unchanging  and  which  are 
numbered  consecutively  from  one  up;  each  section  is  about 
three  or  four  square  miles  in  area. 

On  the  assessment  rolls  the  blocks  appear  consecutively,  and 
within  each  block  the  lots  are  placed  in  accordance  with  their 
location  on  the  streets,  commencing  at  one  corner  and  proceed- 
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ing  continuously  along  each  side  of  the  squares  which  constitute 
the  block.  Any  lot  may  be  located  rapidly  and  certainly  either 
on  the  assessment  roll  or  on  the  map.  For  the  convenience 
of  the  assessors  the  maps  are  bound  in  volumes  of  suitable  size, 
with  a  key  map  in  the  front;  the  scale  of  the  key  map  being 
from  300  to  700  feet  to  the  inch,  and  the  scale  of  the  official 
map  being  50  feet  to  the  inch. 

The  block  system  has  not  yet  been  extended  to  cover  the  entire 
city  of  New  York,  but  it  is  being  extended  as  rapidly  as  the 
work  can  be  done  and  the  street  system  becomes  sufficiently 
permanent  to  establish  unchangeable  block  lines.  In  the 
territory  not  yet  covered  by  the  block  system  the  maps  are 
temporary  and  are  called  tentative  maps.  As  these  maps  cover 
territory  held  in  large  parcels,  much  of  it  farm  land,  the  scale 
somewhat  varies,  being  from  80  to  200  feet  to  the  inch.  So  far 
as  practicable,  however,  the  same  system  applies  in  the  terri- 
tory only  tentatively  mapped.  Every  lot  is  numbered  and  its 
position  is  designated  by  a  number  on  the  map,  and  by  ward, 
plot  and  map  numbers.  The  length  of  all  boundary  lines  is 
shown  on  the  maps  in  feet  and  inches,  and  on  valuable  lots  of 
irregular  shape  the  area  is  shown  in  square  feet;  on  larger 
parcels  the  area  is  shown  in  lots  and  acres. 

Field  Work 

Besides  the  map  books  each  assessor  should  have  field  books 
containing  columns  for  the  final  assessed  values  for  several 
years;  a  wide  column  for  remarks,  and  columns  showing  the 
name  of  the  owner,  if  known,  the  size  of  the  lot,  the  number  of 
houses  on  the  lot,  the  size  of  each  house,  the  number  of  stories 
in  height,  the  street  number  and  the  lot  number.  Above  each 
block  should  appear  section  and  block  numbers,  and  the  number 
of  the  volume  to  correspond  with  the  number  of  the  volume  of 
the  assessment  roll.  In  New  York  each  section  is  divided  into 
volumes  and  the  volumes  are  numbered  from  one  up  consecu- 
tively for  each  section.  The  volume  numbers  change  from 
time  to  time  as  it  may  be  necessary  to  increase  the  number  of 
books  in  which  the  record  is  made. 

Part  of  the  office  system  shouUl  be  the  preservation  of  all 
records  giving  evidence  of  value.    The  card  index  system  is 
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probably  the  most  convenient,  and  this  should  show  as  nearly 
as  may  be  all  conveyances  with  the  consideration,  and  if  the 
number  is  inadequate,  a  record  should  be  kept  of  all  mortgages, 
contracts  of  sale  and  more  important  leases.  In  the  remarks 
column  of  his  field  book  the  assessor  should  set  down  such 
matters  of  record  and  any  further  information  in  regard  to 
value  that  he  himself  can  secure.  On  both  the  assessment  roll 
and  record  book  there  should  be  a  separate  column  for  the  value 
of  land,  exclusive  of  improvements. 

When  the  assessor  is  equipped  with  map  and  field  book  filled 
with  all  available  data,  he  should  first  determine  the  value  of 
the  land  per  front  foot  for  the  unit  of  depth,  which  in  New  York 
is  100  feet.  It  will  generally  be  found  most  convenient  to  set 
down  this  unit  value  of  land  on  the  key  map  in  the  map  book. 
Having  determined  the  front  foot  value  of  land  100  feet  deep,  the 
actual  value  of  each  lot  is  very  quickly  ascertained.  When 
lots  are  irregular  in  width  and  depth,  when  lots  are  shorter  or 
deeper  than  100  feet,  the  value  must  be  ascertained  in  accord- 
ance with  a  scale  which  experience  shows  is  suitable  for  the 
particular  city.  It  is  always  the  case  that  land  near  a  street 
is  worth  more  than  land  further  from  it,  for  all  city  land  is 
valued  in  proportion  to  the  character  of  the  street  on  which  it 
fronts. 

A  city  block  may  be  defined  as  a  parcel  of  land  entirely 
surrounded  by  streets,  and  the  nature  of  this  street  frontage 
determines  the  value.  The  flood  of  travel  along  the  streets 
surrounding  the  block  is,  in  the  main,  what  determines  the  value 
of  the  land  within  the  block.  The  larger  the  stream  of  travel, 
the  greater  the  land  value.  This  is  particularly  true  in  the 
business  portion  of  the  city.  In  residence  and  manufacturing 
districts,  it  is  not  so  much  the  stream  of  travel  along  the  streets 
surrounding  the  block  as  it  is  the  short,  direct  connection  by 
means  of  the  street  in  front  of  the  block  with  the  main  streams 
of  travel  along  the  main  streets.  The  similarity  of  the  streets 
of  a  city  to  a  river  system  consisting  of  the  main  stream  and  its 
branches  all  the  way  back  to  the  little  brooks  and  rivulets  is 
striking,  and  if  it  be  borne  in  mind,  the  problem  of  determining 
land  values  is  much  simplified. 

Corners  are  always  more  valuable  than  interior  lots,  and  the 
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relative  value  of  a  corner  to  an  interior  lot  depends  upon  the 
value  of  the  two  streets  on  which  the  corner  lot  fronts.  The 
greatest  increase  for  a  corner  lot  is  at  the  intersection  of  two 
streets  of  equal  value,  and  this  increase  diminishes  as  the  differ- 
ence between  the  streets  increases,  until  one  of  the  intersecting 
streets  may  be  regarded  as  adding  no  value  in  excess  of  the  value 
of  an  easement  of  light  and  air.  Generally  it  will  be  found  that 
the  increment  due  to  a  corner  position  extends  100  feet  in  each 
direction  from  the  corner.  The  extent  of  the  corner  influence 
and  the  ratio  of  increase  should  be  determined  in  view  of  the 
conditions  in  the  particular  city  from  the  best  evidence  obtain- 
able, and  appropriate  basic  tables  or  scales  should  be  prepared 
for  the  guidance  of  the  assessors.  It  will  probably  be  found  that 
these  scales  vary  but  slightly  in  different  cities,  probably  no 
more  than  in  different  parts  of  the  same  city.  When  the  scale 
is  once  established  and  popularized,  it  not  only  states  a  present 
fact,  but  to  a  large  extent  determines  future  values,  because  land 
is  bought  and  sold  on  the  basis  of  value  established  by  the  scale. 
This  fact  is  shown  by  the  experience  of  New  York,  where  for 
many  years  the  Hoffman  Rule  ^  has  been  in  common  use  for 
determining  the  relation  of  the  value  of  part  of  a  lot  to  a  whole 
lot.  Although  the  Hoffman  Rule  is  crude,  it  has  undoubtedly 
a  large  influence  in  determining  the  actual  price  for  short  lots. 
When  the  assessor  has  determined  and  recorded  the  value  of 
the  land  exclusive  of  improvements  on  each  lot  in  his  district, 
or  in  a  section  of  his  district,  he  will  proceed  to  determine  the 
value  of  the  improvements.  To  secure  uniform  assessment  of 
buildings  and  other  improvements  it  is  necessary  to  establish 
what  may  be  called  factors  of  value.  Architects  and  builders 
generally  estimate  the  cost  of  a  building  by  its  cost  per  cubic 
foot  of  contents,  counting  from  the  bottom  of  the  excavation 
to  the  top  of  the  building.  This  system  is  impracticable  for 
■Mewore  because  it  is  too  complicated  and  requires  information 
not  readily  ascertained.  It  is  impracticable  for  the  assessor 
to  obtain  the  height  of  all  buildings,  to  say  nothing  of  finding 
out  how  deep  they  are  below  the  sidewalk.     It  is  practicable  to 

*  The  HofTmAn  Rule  U  baiiml  upon  the  theory  that  the  first  fifty  feet  of  a 
buodred 0(001  lot  \»  worth  twico  nx  much  as  the  rear  fifty  feet.    The  tcalo  haa 
•Uborst«d  by  tlcnry  Ilunnoti  Noill  of  New  York. 
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determine  with  substantial  accuracy  the  number  of  square  feet 
of  floor  surface  on  each  floor  and  the  number  of  floors,  because 
the  size  of  a  building  can  be  ascertained  by  measurement  or 
from  the  building  records.  In  the  case  of  many  buildings  the 
size  is  almost  unvarying  for  the  class  to  which  they  belong. 
There  are,  in  fact,  comparatively  few  classes  of  buildings,  and  it 
will  be  found  easy  to  determine  accurate  factors  of  cost  for  each 
class.  For  example,  in  the  city  of  New  York  oflBce  buildings 
are  rarely  to  be  found  to  exceed  $8  per  square  foot  of  floor 
surface,  and  tenements  built  under  the  new  law,  six  stories 
high,  will  not  vary  much  from  $1.50  per  square  foot  of  floor 
surface. 

In  determining  these  factors  it  is  convenient  to  include 
as  part  of  the  building  area  the  area  of  interior  courts 
and  wells  which  are  generally  uniform  for  each  class  of  build- 
ings. In  the  case  of  an  office  building,  for  example,  it  is  usually 
the  case  that  all  the  land  is  covered  by  the  building  that  can  be 
covered,  and  the  entire  area  of  the  lot  may  be  regarded  as  the 
area  of  a  single  floor.  The  amount  of  the  factor  is,  of  course, 
fixed  in  accordance  with  the  method  of  determining  the  area. 
In  the  case  of  a  tenement  house  built  under  the  present  tenement 
house  law  in  New  York,  large  interior  courts  must  be  left  open, 
but  it  is  convenient  to  take  the  extreme  depth  of  the  building 
multiplied  by  its  width  as  equivalent  to  the  floor  area.  In 
using  these  factors  for  the  value  of  buildings  the  assessor  has 
ample  opportunity  for  the  exercise  of  judgment,  as  the  factor 
will  show  the  cost  of  reproduction,  and  a  proper  reduction  must 
be  made  for  depreciation  when  the  building  is  old,  or  for  unsuit- 
ability  when  the  building  is  no  longer  an  adequate  improvement 
of  the  site.  In  most  of  our  cities  population  is  increasing  so 
rapidly  and  business  sections  press  so  fast  upon  residential 
sections,  that  the  suitable  character  of  the  building  for  the  site 
on  which  it  stands  is  one  of  the  most  important  considerations 
jn  determining  its  value.  It  is  no  uncommon  thing  in  the  city 
of  New  York  for  buildings  in  perfect  repair,  which  would  last 
for  100  years,  to  be  torn  down  to  make  way  for  more  modern 
structures.  Such  buildings  add  little  or  nothing  to  the  value  of 
the  land,  and  their  cost  of  reproduction  is  no  measure  of  present 
value. 
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Review 

It  is  a  fundamental  principle  of  our  law  that  notice  to  tax- 
payers is  necessary  for  a  valid  assessment,  and  there  must  be  an 
opportunity  to  apply  for  correction.  There  is  a  notion  quite 
commonly  entertained  and  absolutely  erroneous,  that  a  board 
to  hear  complaints  can  be  so  constituted  that  it  can  secure 
a  fair  assessment.  No  board  for  the  correction  or  review  of 
assessments  has  ever  existed  that  can  do  very  much  to  correct 
a  poor  assessment.  In  the  city  of  New  York  there  are  over 
480,000  separately  assessed  parcels  of  real  estate.  The  greatest 
number  of  applications  for  correction  since  the  consolidation  of 
the  city  has  been  about  10,000,  or  only  a  little  over  2  per  cent  of 
the  whole  number.  With  so  large  a  number  of  applications  as 
10,000,  it  is  almost  physically  impossible  to  give  to  each  appli- 
cation the  attention  it  deserves,  and  this  statement  is  made  with 
full  knowledge  of  the  fact  that  not  more  than  one  application  in 
five  has  any  merit.  If  all  the  10,000  had  merit  and  all  could  be 
acted  upon  with  sufficient  time  and  inteUigence,  there  would  then 
be  corrections  as  to  only  2  per  cent  of  the  total  number  of 
assessments.  In  spite  of  the  fact  that  a  board  of  review  has  very 
little  value  as  a  means  of  correcting  a  poor  assessment,  it  may 
have  very  great  value  indeed  in  performing  the  most  important 
function  of  securing  a  better  assessment  the  following  year  if 
the  board  of  review  is  composed  of  the  same  men  who  direct 
the  work  of  the  assessors.  In  some  cities  the  board  of  review 
has  nothing  to  do  with  the  assessment  they  are  called  upon  to 
correct,  and  the  experience  they  gain  is  practically  thrown 
away,  whereas  the  experience  gained  in  hearing  complaints  and 
passing  upon  objections  is  of  the  utmost  value  to  those  who 
direct  the  work  of  making  the  next  assessment.  Where  the 
assessing  department  has  a  single  administrative  head  or  is 
directed  by  a  board,  the  man  or  men  charged  with  administra- 
tion should  be  members  of  the  board  of  review. 

Publicity 

The  value  of  anything  which  can  be  reproduced  indefinitely 
can  never  long  exceed  its  cost  of  reproduction.  The  value  of 
land,  on  the  other  hand,  is  a  monopoly  or  scarcity  value.     It 
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depends  upon  the  supply  and  the  demand.  The  supply  cannot 
be  increased,  and  the  demand  is  therefore  the  changing  factor. 
If  one  has  to  consider  the  value  of  a  chair  or  a  table,  he  is  aided 
by  the  knowledge  that  it  can  be  reproduced  for  a  certain  sum  ; 
but  to  ascertain  the  value  of  land  he  is  confined  to  the  inquiry 
as  to  what  other  people  think  of  its  worth  and  what  they  there- 
fore will  pay  for  it.  Each  particular  sale  of  land  is  merely  evi- 
dence of  what  certain  persons  think  the  land  was  worth.  The 
price  paid  may  have  been  influenced  by  considerations  peeuUar 
to  the  particular  sale,  and  the  price  paid  is  never  conclusive  evi- 
dence of  value.  Sometimes  a  man  is  pressed  for  ready  money 
and  sells  a  piece  of  land  for  less  than  it  would  bring  if  more 
time  had  been  devoted  to  the  search  for  a  purchaser.  Some- 
times a  man  desires  a  particular  site  to  enlarge  a  parcel  he 
already  owns,  or  for  some  other  reason,  and  because  of  his 
desire  for  that  particular  site  he  is  compelled  to  pay  a  larger 
price  than  one  would  pay  who  merely  sought  a  piece  of  land  of 
like  location  and  character.  To  determine  the  value  of  land 
with  the  greatest  accuracy  it  is  necessary  to  secure  as  nearly  as 
possible  the  opinion  as  to  value  of  the  largest  number  of  persons 
who  help  to  make  the  market,  either  by  being  themselves  buyers 
and  sellers  or  the  advisers  of  buyers  and  sellers. 

In  view  of  these  conditions,  the  greatest  problem  before  the 
assessing  department  is  as  to  the  best  way  in  a  given  time  and 
place  to  secure  the  benefit  of  the  community  opinion  of  value. 
It  is  obviously  necessary  in  the  first  place  to  popularize  the 
terms  used  in  expressing  the  value  of  land.  If  one  man  says 
the  value  of  land  so  situated  is  so  much  per  square  foot,  and 
another  says  it  is  so  much  per  front  foot,  and  one  man  uses  the 
term  "  front  foot  value  "  to  express  100  feet  deep,  and  another 
to  express  50  feet  deep,  it  is  obvious  that  there  is  no  comparison 
between  the  different  statements.  It  is  for  this  reason  that  it  is 
so  important  to  use  a  unit  which  never  varies,  such  as  the  value 
per  front  foot  100  feet  deep.  Moreover,  this  value  must  have 
reference  to  an  inside  lot  and  not  a  corner,  for  it  is  the  value  per 
front  foot  100  feet  deep  of  an  interior  lot  on  each  of  the  connect- 
ing streets  which  determines  the  value  of  a  corner. 

Different  methods  have  been  employed  in  various  cities  to 
secure  the  widest  expression  of  community  opinion  as  to  the 
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value  of  land  for  the  guidance  of  the  assessing  department, 
and  the  best  method  must  very  likely  be  determined  with 
reference  to  the  conditions  of  the  particular  city  or  at  the  given 
time.  A  method  which  will  work  admirably  in  a  city  of  100,000 
inhabitants  may  be  impracticable  in  a  city  of  four  millions. 
In  the  city  of  New  York  for  the  last  five  years  the  assessed  value 
of  real  estate  has  been  published  by  sections  in  convenient  form. 
These  publications  have  been  quite  generally  bought  by  persons 
interested  in  real  estate,  but  the  extent  to  which  this  method 
has  contributed  to  the  expression  of  opinion  in  regard  to  value 
is  not  fully  satisfactory.  Some  years  ago,  in  the  city  of  St.  Paul, 
Mr.  William  A.  Somers  invited  all  persons  interested  in  the 
assessment  of  the  city  to  attend  in  a  large  room  where  maps  of 
the  city  were  exhibited.  On  these  maps  the  value  per  front 
foot,  100  feet  deep,  was  set  down  on  each  side  of  every  block. 
Criticism  was  invited  of  those  unit  values.  As  a  result  of  the 
criticism  the  values  were  changed  until  they  were  substantially 
approved  by  practically  all  those  in  the  city  who  had  a  well- 
informed  opinion  as  to  values.  The  assessment  of  the  land  of 
St.  Paul  that  year  represented  the  consensus  of  opinion  of  those 
who  knew  what  the  land  in  St.  Paul  was  worth.  This  same 
method  was  tried  in  the  city  of  Cleveland  with  a  view  to  secur- 
ing an  accurate  statement  of  the  value  of  land  in  the  city  for  the 
purpose  of  aiding  the  assessing  board,  over  which  the  authorities 
of  the  city  had  no  direct  control.  The  experiment  in  Cleveland 
aroused  much  interest  and  is  said  to  have  been  a  success.  In 
cities  of  a  larger  size  it  might  be  difficult  or  impossible  to  secure 
the  necessary  cooperation  to  render  this  plan  successful.  I  am 
inclined  to  believe  that  in  many  cities  the  best  plan  will  be  to 
publish  maps  of  convenient  size  showing  the  unit  value  per 
front  foot,  100  feet  deep,  of  the  land  on  all  sides  of  every  square, 
and  wherever  the  unit  may  change  on  the  side  of  any  square. 
These  maps  should  be  bound  in  pamphlets,  each  pamphlet 
covering  so  much  of  the  city  as  may  be  convenient.  The  maps 
or  map  pamphlets  should  then  be  distributed  to  those  best 
informed  in  regard  to  land  values,  with  a  request  for  criticism. 
One  real  estate  broker  may  be  exceedingly  well  informed  ns  to 
the  market  value  of  land  in  a  very  small  section  of  the  city  and 
may  know  comparatively  little  of  values  outside  that  section. 
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Some  brokers  have  records  of  great  value  covering  a  large 
section  of  the  city,  and  consequently  are  able  to  give  excellent 
advice  as  to  value  in  larger  sections.  If  sufficient  interest  could 
be  aroused  to  secure  the  cooperation  of  those  whose  opinions  are 
worth  consulting,  their  suggestions  might  be  very  useful  to  the 
assessors. 

To-day  in  the  city  of  New  York,  the  assessments,  especially 
in  certain  parts  of  the  city,  are  regarded  by  those  best  informed  as 
exceedingly  good  evidence  of  value.  The  more  generally  assess- 
ments are  regarded  as  being  accurate,  the  more  would  those 
assessments  tend  in  themselves  to  establish  the  values  they  are 
designed  to  record.  If  confidence  is  established  in  the  work  of 
the  assessors  and  interest  in  their  work  is  extended  to  a  larger 
and  larger  number  of  people,  the  work  of  the  assessors  will 
constantly  improve  by  more  nearly  reflecting  the  consensus  of 
community  opinion,  and  the  assessments  themselves  will  tend 
to  establish  and  determine  the  opinion  of  the  community. 


PUBLICATION  OF  ASSESSMENT   LISTS 

By  James  E.  Boyle 

Professor  of  Economics  and  Political  Science,  State  University  of 
North  Dakota,  Grand  Forks 

I.    Introductory 

The  place  of  the  assessor  in  our  present  taxing  systems  is  one 
of  fundamental  importance.  It  is  a  legal  maxim  well  worth 
remembering  that  without  a  valid  assessment  no  subsequent 
step  can  have  any  color  of  validity.  The  importance  of  the 
assessor  must  remain  an  inexorable  fact  until  we  adopt  the  in- 
come tax  or  some  other  system  or  combination  of  systems 
wherein  the  value  of  property  is  not  made  the  basis  of  taxation. 
There  are  but  two  requisites  of  a  good  assessment ;  namely,  first, 
a  complete  listing  of  all  taxable  property,  and,  second,  a  correct 
valuation  of  the  same.  Yet  poor  assessment  is  the  universal 
rule. 

The  attempt  to  cure  the  defects  in  the  assessor's  work  by 
a  so-called  board  of  equalization,  and  then  "equalize"  this 
board's  work  by  another  board  of  equalization  above,  is  a  pro- 
cess as  clumsy  as  it  is  ineffective.  We  have  arrived  at  the  point 
where  prevention,  not  cure,  is  to  be  sought. 

Can  we  improve  our  assessment  methods  ?  And  if  so,  how  ? 
It  is  the  purpose  of  this  paper  to  point  out  one  method  among 
the  many  that  have  been  tried  or  proposed,  and  that  is  the 
publication  of  the  assessment  lists. 

II.   Publishing  the  Assessment  Lists —  In  Theory 

A.  Reasons  against.  —  There  are  many  reasons  both  for  and 
against  this  practice.  To  learn  the  consensus  of  opinion  among 
tax  officers  throughout  the  United  States,  I  addressed  a  personal 
letter  to  at  least  one  State  official  and  one  county  official  in  every 
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State  in  the  Union,  asking  of  each  his  private  opinion  as  to  the 
wisdom  of  this  practice.  About  sixty  replies  were  received,  and 
from  all  parts  of  the  country.  The  answers  were  about  evenly 
divided,  half  being  for,  and  half  against,  the  proposed  method. 

The  expense  of  publishing  the  list  was  the  most  frequent 
argument  against  it.  One  officer  in  a  Western  State  wrote,  "  I 
do  not  beUeve  in  any  such  a  scheme,  as  I  regard  it  as  an  expen- 
sive luxury  and  a  graft  to  the  newspapers."  Another  Western 
official  was  of  the  opinion  that  it  would  be  only  beneficial  to 
concerns  wanting  names  for  advertising,  and  therefore  would 
be  a  needless  expense.  From  one  of  the  east  Central  States  came 
these  objections :  "  First,  in  this  State  the  returns  made  by  the 
taxpayer  is  a  matter  of  public  record  which  everybody  can  see 
who  desires  to  do  so.  Second,  the  cost  of  such  a  publication, 
having  to  be,  of  course,  made  in  two  papers  of  opposite  politics, 
would  be  enormous,  that  the  benefit  derived  would  not  pay  the 
bill;  and  last,  because  it  is  too  much  of  a  pubhc  exposition  of 
people's  private  affairs." 

An  official  from  Missouri  writes,  "  This  question  has  been 
discussed  a  number  of  times  by  the  Assessors'  Association  of 
this  State;  so  far  no  effort  has  been  made  to  place  such  law  on 
the  statute  books  of  this  State." 

The  most  pronounced  opposition  to  the  theory  of  publishing 
assessments  is  found  in  theOregon  report  of  her  board  of  Spe- 
cial Tax  Commissioners  of  1906.  Here  the  objections  may  be 
grouped  under  the  following  seven  heads : 

1.  Has  not  been  a  success  in  Illinois  where  tried  since  1897. 

2.  Depends  on  man's  neighbors  becoming  voluntary  informers 
against  him,  rather  than  on  holding  assessing  officers  to  a  high 
degree  of  efficiency  and  diligence. 

3.  "Informer  system"  is  wrong  in  principle  and  unproduc- 
tive of  results. 

4.  Impossible  to  furnish  copy  in  time  before  board  of  equali- 
zation meets. 

6.  Illinois  uses  the  township  unit,  a  small  district;  Oregon 
the  county,  a  large  district. 

6.  Our  present  system  gives  all  needed  publicity.  The 
BMOMment  roll  is  open  to  inspection  for  one  week  duritig  the 
maetings  of  the  board  of  equalization,  when  any  individual  who 
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is  disposed  to  act  as  informer  has  ample  opportunity  to  examine 
the  roll,  note  the  discrepancies  in  his  neighbor's  assessment, 
call  the  attention  of  the  board  to  omitted  or  undervalued  prop- 
erty, and  so  hold  the  assessor  to  the  degree  of  accountability 
which  the  performance  of  his  duties  may  have  merited. 

7.  Too  expensive.  For  Multnomah  County  alone  the  cost 
would  be  $65,000.  This  last  statement  will  be  criticised  a  little 
further  on  in  this  paper. 

It  is  not  necessary  to  pause  at  this  point  and  summarize  the 
reasons  against  this  proposed  practice. 

B.  Reasons  for.  —  Now  as  to  the  reasons  for  this  theory.  As 
stated  above,  about  half  the  letters  from  county  and  State  offi- 
cials indorsed  the  plan.  So  nothing  can  be  proved  by  that. 
Some  answers  were  a  plain  unqualified  yes.  From  the  County 
Auditor  at  Cleveland,  Ohio,  came  the  terse  response,  "Pub- 
licity, emphatically.  Yes."  A  New  England  State  official  re- 
plied as  follows :  "  Yes,  it  has  been  done  in  a  few  instances  in 
this  State.  Very  few  people  go  to  the  assessor's  office  to  look 
over  the  whole  list.  If  they  had  printed  copies  to  examine  at 
their  leisure  they  would  undoubtedly  find  property  of  others 
which  had  been  overlooked,  or  if  property  was  grossly  under- 
valued they  would  make  so  much  talk  that  the  assessors  would 
be  obliged  the  next  year  to  make  corrections.  Public  senti- 
ment would  be  roused  and  fairer  assessments  would  result." 

The  most  conspicuous  public  indorsement  of  the  theory  is 
very  likely  that  contained  in  the  Report  of  the  Tax  Commission 
to  the  Governor  of  Ohio,  1908.  This  very  excellent  report  con- 
tains five  recommendations,  one  of  which  is  that  power  be  given 
to  local  divisions  to  publish  their  tax  fists.  This  plan  is  fa- 
vored in  order  that  taxpayers  generally  be  brought  to  a  closer 
knowledge  of  tax  matters  by  the  annual  publication  of  prop- 
erty valuations.  "The  claim  is  made,"  continues  the  report, 
"that  if  every  property  owner  were  informed,  by  some  simpler 
method,  than  that  of  personally  examining  official  records, 
of  the  amount  of  taxes  being  paid  by  his  neighbors,  and  espe- 
cially by  the  owners  of  real  estate,  many  of  the  inequafities 
which  now  prevail  would  be  corrected  through  the  initiative  of 
the  person  injured." 

Another  serious  reason  in  favor  of  this  scheme  arises  from 
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the  well-known  fact  that  "equalization  don't  equalize."  Local 
boards  do  not  equalize  the  valuations  of  property;  county  and 
State  boards  cannot.  Let  us  pause  for  a  moment  and  look  at 
a  concrete,  typical  case  of  local  government  at  work.  I  have 
selected  a  North  Dakota  county,  containing  one  city  of  12,000 
inhabitants.  In  this  county,  in  1907,  out  of  41  townships,  only 
28  reported  meetings  of  the  town  boards  of  review,  and  in  these 
28  townships  but  one  person  appeared  before  the  board.  Every 
taxpayer  was  in  the  dark  concerning  his  neighbor's  assessment. 
In  the  year  1908,  in  this  same  county,  only  24  townships  re- 
ported meetings  of  their  boards  of  review.  In  only  3  of  these 
townships  were  any  changes  asked  for,  2  different  persons  ap- 
pearing, and  3  writing  letters.  In  only  7  townships  were  any 
changes  made,  the  total  number  of  changes,  asked  and  unasked, 
running  up  to  32,  of  which  19  were  increases  and  13  decreases. 
The  changes  made  a  net  decrease  in  the  assessment  of  the  24 
townships  of  just  $410,  a  total  of  yj^  of  1  per  cent.  And  this  is 
called  equaUzation !  The  assessment  was  already  too  low,  and 
so  the  change,  trifling  as  it  was,  was  in  the  wrong  direction.  If 
this  assessment  should  appear  too  low,  by  reason  of  omitted 
property,  and  the  county  and  State  boards  should  make  an 
increase,  then  this  increase  in  county  and  State  taxes  would  fall 
as  an  additional  burden  upon  those  whose  property  is  already 
listed  on  the  assessment  rolls.  The  evils  of  poor  assessment 
are  therefore  provided  with  a  remedy  which  may  prove  worse 
than  the  disease.  This  would  not  be  true,  according  to  the  judg- 
ment of  many  tax  officials,  if  publicity  were  given  to  the  assess- 
ment, through  the  publication  of  the  assessment  lists,  a  few  days 
or  weeks  prior  to  the  meeting  of  the  boards  of  equalization.  As 
a  theory  this  publicity  is  in  accordance  with  the  sound  business 
principle  that  the  master  should  know  what  his  servant  is  doing. 
"The  people  are  entitled  to  know  what  we  are  doing,"  says 
Hon.  Wm.  F.  Hooker,  Tax  Commissioner  of  the  city  of  Mil- 
waukee (Proceedings  Seventh  Annual  Meeting  Supervisors  of 
Assessment,  Wisconsin,  1908).  "And,"  continues  Mr.  Hooker, 
"they  are  entitled  to  an  opportunity  to  criticise  or  complain, 
right  or  wrong.  Our  employers  are  the  taxpayers  —  all  the 
taxpayers  —  with  whom  we  deal  and  for  whom  we  labor  if  we 
labor  honestly  and  fairly." 
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Enough  has  been  said  concerning  pubUcity  of  assessments  as 
a  theory  both  for  and  against.  The  important  questions,  after 
all,  are,  Where  has  the  thing  been  tried?  What  did  it  cost? 
How  did  it  work? 

We  will  now  try  to  give  an  answer  to  these  three  questions. 

III.    Publishing  the  Assessment  Lists  —  In  Practice 

This  is  a  very  old  practice  in  some  parts  of  the  United  States. 
Where  it  originated  I  cannot  say.  The  town  of  Brookline,  Mass., 
conspicuous  for  its  success  in  local  government,  has  published 
a  tax  list  annually  since  1865  and  I  don't  know  for  how  many 
years  previously.  No  inclination  is  shown  here  to  discontinue 
the  practice.  The  publication  for  the  year  just  closed  (1907) 
is  a  neat,  substantial  volume  of  248  pages,  showing  the  name  of 
every  taxpayer  in  the  town,  the  amount  of  poll  tax,  the  amount 
of  personal  property,  the  amount  of  real  estate  with  descrip- 
tion of  same,  and  the  total  tax  for  each  individual.  About 
2500  copies  were  issued,  and  the  expense  of  printing  was  esti- 
mated at  $1000. 

The  city  of  Lowell,  Mass.,  issued  a  similar  volume  called  a 
"Tax  List,"  for  the  years  1906-1907,  showing  not  only  the 
valuation  placed  on  realty  and  personalty  separately,  but  also 
the  building  values  apart  from  land  values.  This  makes  a 
neat,  well-printed  volume  of  266  pages.  There  were  printed 
10,000  copies,  and  the  cost  was  $1245,  or  12^  cents  per  copy. 
This  list  is  to  be  published  every  other  year  hereafter. 

The  town  of  Sunapee,  N.  H.,  is  another  example  from  New 
England.  Here  the  list  is  published  annually  in  pamphlet 
form,  the  paper  and  press  work  being  of  excellent  quality. 
The  list  for  1906  contains  54  pages,  and  names  of  800  tax- 
payers, with  a  complete  inventory  of  real  and  personal  prop- 
erty, total  valuation  and  total  tax.  There  were  printed  500 
copies  at  a  cost  of  $75,  or  15  cents  per  copy.  For  1907  the  list 
was  slightly  enlarged,  and  the  cost  was  $100. 

Many  other  towns  and  cities  in  New  England  make  a  practice 
of  publishing  the  assessment  list.  It  is  required  by  law  in  Rhode 
Island. 

The  New  Jersey  legislature  this  year  authorized  the  various 
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local  authorities  to  publish  their  tax  lists  in  pamphlet  form  at 
the  pubUc  expense.  This  law  is  permissive,  not  mandatory,  and 
was  requested  by  several  tax  districts  where  the  authorities  wish 
to  publish  the  lists. 

Nevada  has  required  this  publication  for  each  county  in  the 
State  since  1893.  The  county  here,  as  in  the  Northwest  gen- 
erally, is  the  local  assessing  unit.  The  Nevada  lists  are  pub- 
lished in  large-leaved  pamphlet  form  on  common  newspaper 
stock,  and  show  realty  and  personalty  separately. 

Perhaps  the  most  widely  known  example  of  this  practice  of 
publishing  the  assessment  lists  is  that  of  the  State  of  Illinois. 
The  practice  here  is  eleven  years  old,  dating  back  to  1897.  Here 
the  lists  are  published  in  the  local  newspapers,  the  township, 
and,  in  some  parts,  the  county,  being  the  normal  unit.  I  am 
not  able  to  state  the  cost  of  this  publication  in  the  newspapers. 
In  the  cases  of  the  pamphlets  mentioned  above,  the  price  ranged 
from  12^  cents  to  40  cents  per  copy,  making  a  total  expense  to 
the  tax  district  of  from  $75  to  $1245  for  the  year.  In  the  city 
of  Lowell,  where  the  population  is  100,000,  the  expense  of  the 
list  was  $1245.  All  the  evidence  obtained  seems  to  show  that 
the  cost  of  this  list  for  any  taxing  district  is  a  mere  nominal 
sum,  so  small  relatively  as  to  be  negligible.  This  brings  one 
to  the  criticism  of  that  part  of  the  otherwise  most  excellent 
Oregon  report  for  1906,  which  estimates  the  cost  of  a  tax  list 
for  Multnomah  County,  Oregon,  at  $65,000.  This  estimate  was 
made  on  the  basis  of  25  cents  a  line,  or,  on  a  conservative  calcu- 
lation, for  five  or  six  huge  and  bulky  volumes !  This  would  not 
only  include  Multnomah  County,  but  would  include  the  whole 
State  of  Oregon  and  five  other  States  with  the  same  population 
as  Oregon.  Since  Multnomah  County  has  the  same  population 
as  Lowell,  it  would  appear  that  this  estimated  cost  of  $65,000 
is  fifty  times  too  large. 

From  the  foregoing  statements,  the  conclusions  seem  fair, 
first,  that  the  publication  of  the  assessment  list  is  already  a 
tried  and  established  practice  in  many  communities,  and, 
secondly,  that  the  cost  is  a  very  trifling  addition  to  any  tax- 
payer's burflens. 

It  remains  to  ask,  in  conclusion,  what  is  the  success  of  this 
plan  where  tried  7 
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Its  continued  publication  in  Brookline,  Nevada,  Illinois  and 
elsewhere  is  one  very  plain  answer  to  this  question. 

Specific  inquiry  by  letter  was  made  of  county  officials  in 
various  sections  of  Illinois  as  to  the  success  of  the  practice 
there.  In  but  one  case  did  the  reply  condemn  the  plan.  But 
in  every  other  case,  and  several  replies  were  received,  was  the 
law  considered  satisfactory. 

The  one  unfavorable  criticism  is  from  a  county  clerk,  and  runs 
as  follows: 

"As  to  whether  it  is  a  good  plan  or  not,  opinions  diflFer.  If 
people  were  interested  enough  to  read  and  study  the  published 
rolls,  and  make  their  complaints  at  the  proper  time,  and  have 
the  corrections  made,  it  might  be  worth  the  hundreds  of  dollars 
that  it  costs  the  county  to  publish  it;  but  there  is  so  much 
indifference  shown  at  the  proper  time  (objections  all  coming 
when  taxes  are  paid,  when  it  is  too  late  to  correct  for  that  year) 
that  in  my  opinion  it  does  not  pay.  Of  course  others  differ,  the 
printers,  for  instance.  You  might  write  to  the  county  treasurer 
for  his  opinion,  as  he  is  the  officer  who  has  charge  of  publishing 
the  list." 

.  The  other  writers  all  gave  the  plan  their  unqualified  approval. 
This,  then,  is  the  situation  to-day.  Like  any  other  social  in- 
stitution, it  is  difficult  to  appraise  the  real  value  of  this  practice. 
Whatever  the  arguments  are  for  and  against  it,  more  and  more 
taxing  districts  are  employing  it.  It  is  not  a  cure-all.  But  it 
is  certainly  a  powerful,  safe,  and  wholesome  stimulus,  producing 
in  the  assessor  a  ruling  desire  to  find  all  taxable  property,  and 
to  value  it  correctly,  while  at  the  same  time  it  enables  the  tax- 
payer to  see  at  a  glance  what  degree  of  efficiency  is  reached  by 
his  employee,  the  assessor. 
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The  Chairman:  The  papers  of  Mr.  Purdy  and  Professor 
Boyle  are  now  open  for  discussion. 

Dr.  W.  I.  Chamberlain  (Ohio) :  After  Hstening  to  Mr. 
Purdy's  most  admirable  paper,  I  don't  see  how  Professor  Selig- 
man  can  say  that  it  is  haphazard  work.  I  never  heard  anything 
that  described  more  thorough  work  than  that,  and  when  I  tell 
you  how  we  do  it  in  Ohio,  you  will  want  to  know  whether  I  ought 
not  to  be  ashamed  to  be  from  Ohio  —  and  I  am.  We  have  there 
yet  to-day  the  decennial  assessment  of  real  estate.  Now  let 
me  hit  it  by  two  or  three  specific  examples.  In  1885  I  bought 
under  the  direction  of  the  Board  of  Agriculture  something  like 
85  acres  of  farm  land  for  a  State  Fair  Grounds  of  Ohio ;  at  that 
time  I  was  secretary  of  the  Board  of  Agriculture  for  Ohio,  and 
the  price  was  about  $275  an  acre,  corn  fields  and  what  not. 
That  land  to-day  is  worth  about  a  million  dollars.  In  order  to 
get  a  street  through  there  from  one  locality  of  the  city  to  the 
Fair  Grounds,  my  wife  bought  ten  acres  of  land  at  $300  an  acre, 
$3000.  Keep  that  in  your  minds.  It  was  assessed  for  taxa- 
tion at  $30  an  acre,  farm  land,  and  had  been  for  some  time. 
Three  or  four  years  later  she  did,  what  I  never  supposed  she 
would  do,  made  a  fair  profit  on  that;  sold  it  for  $10,000,  and 
from  the  time  she  had  bought  it  until  the  time  she  sold  it  for 
$10,000  it  was  assessed  for  taxation  at  $30  an  acre,  and  she 
sold  it  in  that  way.  The  minute  it  was  sold  for  $10,000  an 
acre,  if  she  was  honest  —  and  she  was  a  pretty  honest  woman  — 
she  had  to  pay  taxes  on  the  $10,000  received,  instead  of  $300. 
It  went  up  in  less  than  ten  years  from  $30  an  acre  to  $3000. 

We  ought  to  be  ashamed  of  ourselves  in  Ohio  for  our  decennial 
rule.  Take  any  city,  Cleveland,  for  example.  Fifty  years  ago 
I  was  principal  of  the  Shaw  Academy,  situated  on  land  I  could 
have  bought  for  $5000  an  acre;  to-day  you  can't  buy  it  for 
$10,000  an  acre  or  anything  Uke  that.  A  few  years  ago  the  land 
on  Lower  Superior  Street  was  worth  far  more  than  it  was  any- 
where else.  To-day  the  center  of  business  has  gradually  worked 
up  EucUd  Avenue  and  Prospect  Street,  until  the  new  center  is 
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on  the  comer  of  Erie  and  Prospect,  where  Mr.  Ross  is  putting 
up  a  building  worth  more  than  a  milUon  dollars,  and  that  is 
really  becoming  the  center  of  value.  Yet  the  land  there  under 
the  State  law  has  not  changed  in  value  in  all  that  time. 

A  building  is  assessed.  If  I  build  on  my  farm  a  barn,  that  is 
added  to  the  list ;  but  otherwise  my  farm  land,  no  matter  what 
happens  to  it,  is  all  at  the  same  value.  I  call  attention  to  that 
as  one  of  the  gross  inequaUties  of  taxation  and  assessment  of 
real  estate  which  ought  to  be  corrected.  Another  thing  is  the 
railroads.  A  few  years  ago  my  father  had  to  sell  his  Cleveland 
and  Pittsburgh  Railway  stock  at  about  seven  cents  on  the 
dollar.  Shortly  afterwards  the  great  Pennsylvania  road  leased 
that  C.  &  P.  road  for  100  years  at  a  guarantee  of  7  per  cent 
annual  interest,  and  the  stock  went  up  to  $140  and  $150,  and  yet 
the  taxation  of  their  realty  in  ten  years  while  that  was  taking 
place  did  not  advance  at  all.  Now,  this  system  of  assessing  the 
real  estate  every  year  —  not  only  the  improvements  but  the 
increase  in  value  by  the  tide  of  population  —  is  sensible.  We 
are  trying  now  to  change  the  law  and  get  a  three-year  assess- 
ment, which  will  probably  do  for  country  property,  but  it  will 
not  do  at  all  for  city  property  where  the  flux  of  population  and 
the  flow  of  business  is  so  rapid  and  so  changeable  and  so  fickle  — 
you  can't  tell  why  it  goes  there  or  where  —  it  is  going  always. 
(Applause.) 

Mr.  J.  W.  Harris  (Manitoba) :  I  have  just  discovered  to  my 
astonishment  that  some  have  a  decennial  system  of  assessment 
and  some  a  centennial.  The  last  speaker  over  here  says  they 
copy  the  assessment  from  year  to  year,  so  we  might  call  it  cen- 
tennial. {Laughter.)  I  wish  to  indorse  all  the  itleas  expressed 
in  Mr.  Purdy's  paper.  That  is  more  particularly  along  the  Une 
in  which  my  experience  has  run  as  a  city  assessor.  I  wish  to 
ask  Mr.  Purdy  how  many  classes  of  buildings  he  assesses? 
You  can  all  see  the  necessity  of  having  some  rule ;  the  ordinary 
assessor  cannot  run  up  against  a  building  and  determine  its 
value  offhand;  nor  has  he  the  time  at  his  disposal  to  get  by 
piecemeal  an  accurate  value  of  the  building.  I  want  to  ask 
Mr.  Purdy  how  many  clas-ses  of  buildings  he  had. 

Mr.  Purdy  (Now  York) :  I  don't  think  it  will  run  over  ten 
at  the  most,  but  in  any  particular  part  of  the  city  it  would  not 
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run  over  six.  Take  the  Borough  of  Manhattan,  it  would  hardly 
run  over  six. 

Mr.  Harris  (Manitoba) :  Those  systems  that  have  been  enu- 
merated and  elaborated  by  Mr.  Purdy  give  us  an  idea  that  a  some- 
what accurate  assessment  can  be  made  if  you  get  the  right  kind 
of  men  to  make  it ;  but  it  is  the  height  of  absurdity  to  suppose 
that  you  can  get  an  assessor  that  will  ever  deserve  anything 
other  than  the  condemnation  that  has  been  meted  out  to  him 
to-day  by  the  different  readers  of  papers,  when  the  assessors  are 
not  adequately  paid.  That  is  one  of  the  impossibilities  that 
people  seem  to  overlook.  If  you  pay  your  assessor,  your  staff, 
your  board,  or  whatever  term  you  call  them,  —  those  who  are 
intrusted  with  making  the  values,  —  pay  them  a  reasonable 
salary,  you  can  expect  and  demand  of  them  reasonable  and 
good  work  that  will  not  merit  condemnation  such  as  has  been 
expressed  in  the  papers  to-day,  justly  I  admit.  The  railroad 
item  is  too  big  for  me,  and  that  has  been  well  threshed  out. 
We  are  in  our  infancy  in  Manitoba;  we  are  not  devoid  of  rail- 
roads, but  we  have  not  arrived  at  the  period  of  fighting  them 
in  the  way  of  taxation.  The  government  does  that,  of  course, 
and  it  has  not  come  under  our  work. 

As  to  the  publication  of  assessments,  in  Manitoba  we  have  to 
send  out  a  notice  of  assessment  so  that  each  individual  who  is 
assessed  has  furnished  him  each  year  after  the  assessment  is 
concluded  a  statement  showing  exactly  the  amount  at  which  his 
property  is  valued.  In  that  case,  of  course,  the  pubUcation  of  the 
assessment  is  unnecessary.  I  have  often  thought  a  publication 
of  the  roll  would  be  an  improvement  on  our  method.  It  would 
certainly  save  the  great  labor  and  expense  of  sending  out  those 
notices  because  the  publication  could  be  done  in  less  time. 

Dr.  Chamberlain  (Ohio) :  Your  method  lets  the  individual 
know,  but  it  does  not  let  the  public  know. 

Mr.  Brown  (Ohio) :  It  seems  to  be  the  consensus  of  opinion  so 
far  as  expressed  to-day,  that  credits  are  outlawed  and  ought 
to  be  banished  from  the  line  of  taxation.  I  don't  know  but 
that  would  work  well  in  some  States,  but  it  would  not  work  well 
in  Ohio.  Take  for  instance  a  corporation:  the  president  is 
called  before  the  board  of  review  and  inquiry  is  made  as  to  its 
entire  authorized  capital.     He  says  $100,000;  amount  paid  in 
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S100,000;  amount  invested  in  real  estate  $25,000;  amount 
invested  in  personal  property,  not  including  credits,  —  because 
we  define  credits  by  themselves  in  Ohio,  —  $25,000 ;  merchandise 
$25,000  —  the  monthly  average  value  of  merchandise  is  what 
we  take.  Now  you  can  see  at  once  that  the  element  still  out  is 
the  credits.  Part  of  the  capital  stock  was  invested  in  goods 
that  he  sold  on  credit.  Credits  are  in  the  form  of  bills  receivable 
either  in  his  safe  or  in  the  books.  We  are  trying  to  find  what 
we  should  tax.  By  law  we  are  required  to  tax  the  assets  of  a 
corporation,  not  the  capital  stock;  so  we  take  the  real  estate; 
we  take  the  personal  property;  we  take  the  money,  and  if  we 
don't  take  the  credits  we  don't  get  the  assets.  It  would  be  so 
with  an  individual  in  Ohio;  if  we  were  to  tax  him  upon  his 
individual  assets  as  we  do,  we  would  ask  him  about  his  house- 
hold goods ;  we  would  ask  him  about  his  merchandise ;  we  would 
ask  him  about  his  money ;  but  if  his  safe  is  full  of  credits  and  we 
were  not  permitted  to  ask  for  credits,  you  see  his  assets  would  not 
be  represented  in  the  return.  So  that  before  any  expression 
is  made  upon  that  subject,  crystallized  as  it  may  be,  I  would 
say  that  it  is  important  that  the  highest  consideration  should  be 
given  to  the  subject. 

Upon  one  other  subject  I  wish  to  say  a  word,  and  that  is  the 
manner  of  the  valuation  of  property.  We  have  an  endless  army 
of  assessors  elected  by  the  people.  The  office  is  so  degraded 
in  Ohio  that  the  lowest  burti  in  the  whole  community  can  get 
office  if  he  asks  for  it.  The  statutes  require  that  every  adult 
citizen  shall  have  given  to  him  in  the  month  of  May  a  statement 
made  out  by  the  auditor  of  the  State  upon  which  he  is  to  make 
his  returns  for  taxation,  and  upon  which  he  is  to  make  an  affi- 
davit if  he  has  property  that  his  property  is  properly  returned, 
and  if  he  has  not  any  property  for  taxation,  that  he  has  none. 
Every  assessor  has  his  duty  assigned  to  him  to  see  that  that 
affidavit  is  returned,  himself  to  administer  the  oath;  yet  out  of 
what  we  should  have  in  Toledo,  60,000  returns,  we  get  15,000 
returns;  and  1  will  guarantee  that  under  the  law  and  under  the 
custom  that  is  fixed  upon  the  people,  in  the  15,000  returns  there 
is  not  one  assessor  who  htvs  gone  into  one  out  of  50  houses  in  liis 
district  to  see  what  ought  to  l)e  rcturiu'd.  He  h:is  got  it  some 
other  way.     He  has  guessed  or  Ih    li  i     i  I  .d  somr  neighbor 
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about  it  instead  of  doing  as  the  law  required  him  to  do  —  go 
into  a  citizen's  house  and  see  or  get  from  the  citizen  himself  a 
statement  of  it.  He  has  made  it  out  himself,  and  ten  chances  to 
one  he  has  sworn  to  it  himself  —  signed  the  man's  name. 
(Laughter.)  Now,  that  is  the  way.  they  come  from  all  over  the 
State.  What  seems  to  me  to  be  the  most  important  thing  of 
the  whole  is  to  aim  the  batteries  of  this  Association  at  the  man- 
ner of  getting  honest,  competent,  intelligent  assessors.  If  any 
man  has  any  conception  of  the  way  he  can  work  out  a  method 
of  getting  intelligent,  competent  assessors  in  a  democracy 
where  the  people  rule,  he  will  solve  a  problem  that  in  Ohio  we 
have  not  been  able  to  solve  in  a  hundred  years. 

Dr.  Chamberlain  (Ohio) :  Three  dollars  a  day  is  what  they 
get  now. 

Mr.  Brown  (Ohio) :  Yes,  the  best  of  them  get  that  now,  and 
they  are  employed  for  30  days. 

Mr.  Williams  (New  York) :  Would  not  the  difficulties  de- 
scribed by  the  gentleman  make  for  the  conclusion  that  the  tax 
on  personal  property  itself  is  all  wrong?  {Hear,  hear.)  Be- 
cause it  is  impossible  of  enforcement,  and  because  it  induces 
trickery  and  perjury,  and  where  it  is  sought  to  be  enforced  it  is 
chiefly  remarkable  for  the  fact  that  it  bears  most  heavily  upon 
those  who  are  not  wise  enough  or  crafty  enough  or  skillful  enough 
to  protect  themselves,  and  most  Ughtly  upon  those  who  are 
skillful  in  evading  it. 

Mr.  Easterday  (Washington) :  I  want  to  call  the  attention 
of  the  gentleman  from  Ohio  to  the  fact  that  if  he  was  not  present 
last  night  the  Master  of  the  State  Grange  was  there,  and  he  sol- 
emnly assured  us  that  the  Grange,  Uke  Warwick  of  old,  made 
and  unmade  at  its  pleasure.  No  act  ever  became  a  law  with- 
out its  approval  {laughter) ,  and  any  disapproval  uttered  by  the 
Grange  meant  sure  defeat.  We  are  now  informed  that  grange 
land  is  assessed  once  in  ten  years,  notwithstanding  the  increased 
valuation  is  333^  per  cent. 

Dr.  Chamberlain  (Ohio) :    More  than  that. 

Mr.  Easterday  (Washington) :  More  than  that.  Is  there 
any  connection  between  this  land  valuation  and  the  makers 
and  unmakers  of  law?  {Laughter.)  You  are  in  a  serious 
position.     Laws  that  will  give  you  competent  assessors  can  be 
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drafted ;  laws  can  be  drafted  that  will  give  you  equal  valuation ; 
and  I  would  suggest  that  we  as  a  body  wait  upon  this  State 
Grange  or  take  any  other  step  that  will  be  of  assistance  to 
Ohio.     (Laughter.) 

[Note.     For  further  discussion  of  methods  of  real  estate  assessment, 
see  the  latter  part  of  discussion  at  the  Fifth  Session,  pp.  323-326.] 


APPENDIX 

[Mr.  Robert  H.  Shields,  Chairman  of  the  Board  of  State 
Tax  Commissioners  of  Michigan,  was  invited  to  address  the 
Conference  on  the  subject  of  "  Railway  Taxation,"  but  was 
unable  to  accept  the  invitation,  because  of  the  press  of  other 
matters.  The  following  extracts,  from  an  address  by  Mr. 
Shields  before  the  Minnesota  Academy  of  Social  Science,  Min- 
neapolis, December  6,  1907,  were  submitted  by  Mr.  Foote 
during  the  discussion  of  the  subject  of  "Railway  Taxation," 
and  it  is  believed  that  they  are  of  sufficient  general  interest  to 
warrant  their  publication  in  this  volume.] 

"The  members  of  the  Board  of  State  Tax  Commissioners 
were,  in  1901,  made,  ex-officio,  members  of  a  State  Board  of 
Assessors,  whose  duty  it  is  annually  to  make  an  assessment  at 
true  cash  value  of  all  property  having  a  situs  in  the  State,  such 
as  railroad  companies,  express  companies,  sleeping  car  com- 
panies doing  business  within  the  State,  car  loaning  companies 
and  refrigerator  and  fast  freight  line  companies,  as  well  as  all 
other  corporations  owning,  leasing,  running  or  operating  over 
or  upon  the  lines  of  any  railroad  in  the  State,  any  freight,  stock, 
refrigerator  or  any  other  cars,  not  being  exclusively  the 
property  of  a  railroad  company  paying  taxes  upon  its  rolling 
stock  under  the  provisions  of  the  act  creating  the  board. 

"Here  was  the  first  attempt  in  Michigan  to  apply  the  ad 
valorem  plan  in  the  assessment  of  railroad  property  and  that 
of  the  other  companies  mentioned,  as  formerly  the  railroads,  as 
well  as  the  other  companies  mentioned,  that  paid  any  taxes  at 
all,  paid  a  specific  tax  based  on  gross  receipts.  The  enactment 
of  this  law  followed  the  investigations  made  by  the  Board  of 
State  Tax  Commissioners  in  1899  and  1900.  It  will  be  re- 
membered that  it  was  made  the  duty  of  this  board  to  investigate 
and  ascertain  the  true  cash  value  of  the  properties  of  corpora- 
tions paying  specific  taxes  and  the  rate  of  taxation  paid  on 
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such  valuations,  so  that  comparison  could  be  made  between  the 
properties  paying  taxes  under  the  specific  method  with  those 
paying  under  the  ad  valorem  plan,  .  .  . 

"Correspondence  was  had  by  the  original  Tax  Commission 
with  nearly  every  other  State  in  the  Union  and  replies  received 
from  most  of  them.  Their  specific  methods  were  inquired  into, 
the  manner  in  which  valuations  were  made  and  the  thorough- 
ness with  which  it  was  done.  It  may  be  said  that,  after  a 
careful  study  and  examination  of  the  plans  and  methods  pur- 
sued in  all  these  States,  and  considering  the  results  accom- 
plished, not  one  of  them  seemed  to  offer  a  fair  or  satisfactory 
solution  of  the  problem,  and  the  result  was  to  add  still  greater 
confusion  to  an  already  confused  situation. 

"One  of  the  theories  advanced  suggested  the  payment  of  a 
tax  based  upon  the  par  value  of  the  stock;  but  a  variation  of 
the  stock  from  3  to  300  per  cent,  as  investigation  showed  to  be 
the  case,  proved  that  this  theory  is  not  susceptible  of  any  meri- 
torious defense. 

''  Another  theory  proposed  to  find  the  actual  value  of  the  rail- 
roads from  the  value  of  the  stock  as  shown  upon  the  market,  or, 
in  other  words,  to  estimate  the  value  of  the  road  by  the  market 
value  of  the  stock  alone.  But  this  method  would  not  take  into 
consideration  the  bonded  indebtedness  of  the  road;  and  as 
few,  if  any,  railroads  are  without  an  indebtedness  of  this  kind, 
a  general  application  of  this  "method  would  be  incorrect  and 
unfair. 

"  To  value  the  railroads  upon  the  market  quotations  of  both 
stocks  and  bonds  is  another  theory  that  claimed  many  sup- 
porters. But  as  far  as  applying  this  theory  to  all  roads  in 
Michigan  was  concerned  it  was  found  to  be  impracticable  from 
the  fact  that  the  stocks  and  bonds  of  not  more  than  a  dozen 
railroads  were  quoted  in  the  market,  that  the  stocks  and  bonds 
of  the  other  railroads  were  unknown  to  the  open  market,  and 
that  such  a  method  could  be  applied  only  to  the  few  quoted.  .  .  . 
When  we  further  consider  the  intricacy  and  uncertainty  of  the 
computation  of  stocks  and  bonds  values,  the  manipulation  by 
stockbrokers,  regardless  of  actual  value,  together  with  the  very 
many  conditions  that  affect  the  price  or  value  of  the  stocks  and 
bonds  regardless  of  the  real  property  itself,  we  can  readily 
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appreciate  the  incompetency  and  unreliability  of  this  method 
to  place  a  correct  value  on  the  railroads  of  Michigan,  or,  indeed, 
on  those  of  any  other  State. 

"Still  another  theory  named  the  cost  of  construction,  as 
shown  by  the  general  balance  sheet  of  the  company,  as  the  best 
available  measure  of  the  value  of  railroads.  This  method, 
however,  had  few  supporters  outside  of  a  few  railroads  that 
would  be  distinctly  benefited  in  its  application,  and  it  received 
very  little  consideration  at  the  hands  of  the  Commission. 

"Another  theory  would  determine  the  value  of  the  railroads 
by  capitalization  of  the  net  income.  There  is  much  to  be  said 
in  favor  of  this  method  and  there  would  be  more  if  the  actual 
net  earnings  could  be  determined  by  a  State  board,  which,  under 
the  present  system  of  accounting  by  the  railroads,  seems  well- 
nigh  impossible.  But  one  serious  objection  to  this  method  is 
that  it  assumes  a  net  surplus  at  all  times  and  never  a  deficit. 
The  practical  difficulty  then  would  be  that,  strictly  applied,  it 
would  result  in  wiping  property  which  has  no  net  income  ofif 
the  rolls  entirely,  which  is  hardly  in  harmony  with  the  general 
principles  underlying  the  scheme  of  taxation  in  Michigan. 

"  But  the  method  that  claims  the  greater  number  of  adherents 
in  Michigan  is  what  is  called  'The  inventory  method  supple- 
mented by  a  consideration  of  the  effective  earning  capacity  of 
the  roads.'  Probably  in  Michigan  this  is  better  known  as  the 
Cooley-Adams  method.  This  method  contemplates  a  complete 
inventory  of  all  the  physical  elements  of  the  road,  showing  the 
cost  of  reproduction  and  the  present  value,  supplemented  by 
a  capitalization  of  the  net  corporate  surplus  earnings.  This 
scheme  of  railroad  appraisal  received  its  first  application  in  1900 
in  Michigan,  its  execution  being  placed  by  the  Tax  Commission 
under  the  supervision  of  Professor  Mortimer  E.  Cooley,  dean  of 
the  Department  of  Engineering  of  the  University  of  Michigan, 
and,  admittedly,  a  gentleman  of  great  engineering  skill  and 
ability.  In  his  appraisal  of  the  so-called  physical  or  tangible 
elements  of  the  Michigan  railroads  Mr.  Cooley  proceeded  in  the 
same  manner  as  if  a  new  road  were  projected  in  the  exact  loca- 
tion of  the  present  road,  and  computed  the  cost  of  building 
and  equipping  the  road  to  the  extent  already  existing,  every- 
thing being  new,  and  then,  allowing  for  depreciation  where 


266  STATE   AND   LOCAL  TAXATION 

deemed  necessary  and  proper,  fixed  other  values  representing 
the  actual  or  present  condition  of  those  elements  subject  to 
change  with  time.  .  .  . 

"But  this  was  an  appraisal  of  the  physical  elements  of  the 
railroads  and  did  not  presume  to  represent  their  actual  or  cash 
value.  It  is  said  that  in  many  of  the  railroads  there  existed 
non-physical  or  intangible  or  franchise  elements,  possessing 
a  value  beyond  that  found  in  the  appraisal  of  the  physical 
properties.  Mr.  Cooley's  part  of  the  work  being  completed,  the 
rest  of  the  work  embraced  in  this  general  plan  was  placed  in 
the  hands  of  Professor  Henry  C.  Adams,  professor  of  political 
economy  at  the  University  of  Michigan,  and  statistician  to  the 
Interstate  Commerce  Commission.  And  no  one  more  familiar 
with  the  work  at  hand,  nor  better  fitted  by  education  and  expe- 
rience to  cope  with  this  subject,  could  have  been  chosen.  .  .  . 

"  The  following  illustration  will  show  the  result  of  the  applica- 
tion of  the  Cooley- Adams  theory,  or  plan,  or  the  'inventory 
method,  supplemented  by  capitalization  of  corporate  surplus 
earnings ' : 

"Professor  Adams  found  from  the  average  gross 
earnings  of  the  Michigan  Central  system  for  the 
year  1898  to  1902,  inclusive,  that  the  average 
net  earnings  amount  to $3,620,377 

"The  Michigan  proportion,  based  on  track  mileage 
was 2,503,345 

"Mr.  Cooley  had  appraised  the  physical  elements 
at 45,438,599 

"Professor  Adams  allowed  an  annuity  of  3 J  per 

cent  on  the  physical  elements,  or 1,590,351 

"  He  then  deducted  this  amount  from  the  total  net 
earnings,  leaving  a  remainder  of 912,994 

"This  amount  was  then  capitalized  at  5  per  cent 
to  determine  the  value  of  the  non-physical  ele- 
ments, which  amounted  to 18,269,880 

"To  this  amount  was  added  the  value  of  the 

physical  elements  appraised  by  Mr.  Cooley  at  .       45,438,599 

"  And  the  total  value  of  the  road  in  question  was 
fixed  at 63,698,479 
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"It  is  very  patent  that  in  the  application  of  this  unique 
method  of  appraising  railroad  property  everything  depends 
upon  the  percentage  adopted.  For  instance,  if  an  annuity  of 
4i  per  cent  had  been  allowed  instead  of  3i  per  cent  on  the 
physical  properties  and  the  surplus  corporate  earnings  capital- 
ized at  6  per  cent  instead  of  5  per  cent,  which  would  appear 
Just  as  equitable,  the  value  of  the  road  would  be  $53,070,000. 
Or,  if  the  inventory  part  of  this  theory  be  disregarded  entirely, 
and  the  net  earnings  be  capitalized  at  6  per  cent,  the  result 
would  show  a  valuation  of  the  Michigan  Central  system  in 
Michigan  of  $41,722,416.  Or  capitalizing  the  net  earnings  at 
5  per  cent,  the  value  would  be  $50,066,700. 

"  Plausible  as  it  may  appear,  this  ingenious  method  does  not 
entirely  fill  the  requirements  of  the  case  at  hand,  at  least  not 
as  it  was  applied  in  Michigan.  In  the  first  place,  it  will  be 
observed  that  at  any  stage  of  the  process  a  deficit  might  be 
discovered,  and  where  such  was  actually  the  case,  the  physical 
value  as  found  by  Mr.  Cooley  was  taken  and  regarded  as  the 
value  of  the  property.  The  rule,  apparently,  does  not  work 
both  ways.  Now,  as  a  general  principle:  If  the  amount  as 
shown  by  the  physical  appraisal  of  a  railroad  property  which 
earns  more  than  a  fair  percentage  of  profit  does  not  represent 
its  actual  cash  value,  neither  does  the  physical  appraisal  of 
a  railroad  property  which  does  not  earn  a  fair  percentage  of 
profit  represent  its  actual  cash  value.  And  in  this  connection 
it  may  be  of  interest  to  state  that  in  the  Cooley-Adams  ap- 
praisal of  Michigan  railroads  a  non-physical  value  was  placed  on 
only  twenty-six  of  the  123  railroads  appraised,  and  the  physical 
appraisal  made  by  Mr.  Cooley  was  adopted  as  the  actual  cash 
value  of  the  other  ninety-seven  roads.  .  .  . 

"  An  analysis  of  this  theory,  therefore,  discloses  the  fact  that 
in  reality  two  distinct  methods  are  employed  in  valuing  the 
same  class  of  property.  The  method  employed  in  valuing  those 
ninety-seven  railroads  that  did  not  earn  a  profit  or,  at  least,  that 
did  not  earn  more  than  a  fair  profit,  is  the  inventory  plan  pure 
and  simple  whereby  the  value  was  determined  by  an  inventory 
of  the  physical  elements  only.  While  in  the  valuation  of  those 
twenty-six  railroads  earning  more  than  a  fair  profit  the  capi- 
talization of  a  portion  of  the  net  earnings  followed  by  a  further 
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capitalization  of  the  surplus  net  earnings  is  the  method  em- 
ployed. This  latt«r  method,  regardless  of  its  mysterious 
appellation,  is  a  tax  based  upon  the  net  income.  Here,  then, 
we  have  two  different  methods  or  standards  of  valuation  em- 
ployed in  valuing  the  same  class  of  property,  which  is  hardly  in 
harmony  with  the  constitution  and  laws  of  our  State.  .  .  . 

"  The  pendulum  of  unequal  taxation  in  Michigan,  as  far  as  the 
railroads  are  now  concerned,  has  already  pretty  nearly  swung 
the  return  limit,  and  a  strict  adherence  to  this  theory  in  assess- 
ing Michigan  railroads,  considering  the  methods  employed  in 
assessing  other  property,  would  not  only  not  be  a  square  deal, 
but  would  mean  nothing  more  nor  less  than  confiscation. 
The  results  obtained  by  this  plan,  however,  are  generally  used 
for  comparison  to  discredit  the  work  of  the  State  Board  of 
Assessors. 

"In  determining  the  amount  of  tax  which  shall  be  imposed 
upon  corporate  property,  the  question  of  method  must  always 
be  subordinate  to  the  other  question  of  the  equity  of  the  result 
which  follows  it;  and,  other  things  being  equal,  preference 
should  always  be  given  to  the  most  simple  and  effective 
method.  .  .  . 

"But  it  may  be  remarked  that  if,  perchance,  the  Michigan 
railroads  are  now  paying  more  than  their  fair  share  of  the  State 
burdens,  they  may  derive  some  consolation  by  regarding  the 
excess  as  a  penalty  for  the  violation  of  the  Golden  Rule  of  taxa- 
tion in  the  past.  .  .  . 

"  For  many  years  railroad  influence  controlled  the  politics 
of  the  State,  and  railroad  property  did  not  pay  its  fair  propor- 
tion of  the  taxes.  But  this  condition  no  longer  prevails.  .  .  . 
To-day,  in  Michigan,  railroad  corporations  have  no  rights  that 
politicians  are  bound  to  respect.  As  to  'equal  taxation,' 
which  was  Mr.  Pingree's  slogan,  we  are  getting  as  far  away 
from  it  as  when  he  first  sounded  the  alarm. 

"The  Tax  Commission  on  the  one  hand  has  been  virtually 
stripped  of  its  power  to  regulate  the  assessment  of  general 
property.  On  the  other  hand,  theoretical  experts  have  been 
employed,  at  great  expense  to  the  State,  who,  in  the  applica- 
tion of  certain  theories  regardless  of  the  equities,  have  placed 
the  highest  possible  valuations  upon  the  railroads,  and  the 
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State  Board  of  Assessors  are  asked  to  levy  against  these  valua- 
tions the  'average  rate'  of  taxation  levied  upon  all  the  other 
property,  notwithstanding  the  fact,  well  known  to  all  outside 
of  the  asylums,  that  the  real  estate  of  the  State  is  not  assessed 
at  more  than  two  thirds  its  cash  value  and  that  not  25  per  cent 
of  the  value  of  the  personal  property  finds  a  place  on  the  assess- 
ment rolls,  resulting  in  an  *  average  rate '  far  in  excess  of  what 
it  ought  to  be. 

"  An  official  whose  desire  is  to  be  fair  ought  to  hesitate  before 
adopting  these  theoretical  valuations  as  the  'true  cash  value' 
of  the  railroads  and  applying  to  them  the  'average  rate'  so 
obtained." 
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BUSINESS    ASSESSMENTS    AS    A   SUBSTITUTE    FOR 
PERSONAL  PROPERTY  TAX 

By  James  C.  Forman 
Assessment  Commissioner,  Toronto,  Ont. 

Prior  to  the  operation  of  the  Assessment  Act  of  1904,  which 
came  into  force  January  1,  1905,  and  in  which  is  provided  the 
Business  Assessment,  grave  and  general  dissatisfaction  existed 
with  the  Personal  Property  Tax  as  levied  and  leviable  under  the 
provisions  of  the  Assessment  Act. 

On  the  one  hand  owners  of  real  estate  contended  that  our 
merchants  and  manufacturers  were  not  assessed  sufficiently 
high  on  their  personalty  and  consequently  did  not  pay  their 
fair  share  of  taxation.  Single  taxers  urged  its  abolition  because 
of  its  being  a  tax  upon  industry.  The  mercantile  community 
opposed  it,  particularly  the  manufacturers  and  wholesale 
merchants,  on  the  ground  that  it  was  unfair,  inquisitorial, 
inequitable  and  unjust.  In  lieu  of  this  assessment  on  personal 
property  it  was  proposed  to  substitute  a  business  tax,  which  was 
provided  for  in  the  act,  and  which  represented  as  a  maximum 
annual  tax  7^  per  cent  on  an  amount  representing  7  per  cent 
of  the  assessed  value  of  the  real  property  so  occupied.  This, 
after  much  consideration,  was  not  adopted,  as  not  being  suffi- 
ciently applicable  to  meet  taxation  requirements.  The  agita- 
tion against  the  personalty  tax,  however,  continued,  and  finally 
resulted  in  the  Ontario  government  appointing  a  Commission, 
which  it  did  September  10,  1900,  "to  inquire  into  and  report 
upon  the  law  then  in  force  relating  to  the  different  classes  of 
property  for  the  purpose  of  municipal  taxation,"  one  of  such 
classes  being  "the  most  equitable  method  of  assessing  stocks 
and  other  property  of  mercantile  firms  and  corporations." 

Before  following  out  the  result  of  the  work  of  the  Com- 
mission, a  brief  reference  to  the  act  then  in  force,  what  con- 
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stituted  personal  property,  and  how  assessable,  will  perhaps  be 
in  order. 

First,  then,  generally  speaking,  wealth  was  supposed  to  be 
the  basis  of  taxation,  and  the  assessor  for  his  authority  had 
before  him  Section  28,  which  read  "  real  and  personal  property 
shall  be  estimated  at  their  actual  cash  value  as  they  would  be 
appraised  in  payment  of  a  just  debt  from  a  solvent  debtor." 

Personal  estate  and  personal  property  were  defined,  and 
included  "  all  goods,  chattels,  interest  on  mortgages,  dividends 
from  bank  stock,  dividends  on  shares  of  stocks  of  other  incor- 
porated companies,  money,  notes,  accounts  and  debts  at  their 
actual  value,  income  and  all  other  property  except  land  and  real 
estate,  and  except  property  herein  expressly  exempted." 

The  main  exemptions  were : 

(Subsection  20.)  "  So  much  of  the  personal  property  of  any 
person  as  is  equal  to  the  just  debts  owed  by  him  on  account  of 
such  property." 

The  personal  property  of  a  bank,  under  Section  39,  was  ex- 
empt from  assessment.  Household  effects  of  whatever  kind, 
books  and  wearing  apparel,  were  exempt.  The  shares  of  any 
incorporated  or  chartered  bank  were  also  added  to  the  exemp- 
tions, as  well  as  any  municipal,  provincial  or  Dominion  deben- 
tures. 

While  these  exemptions  were  made  clear  and  personal  prop- 
erty defined  for  assessment  purposes,  the  machinery  provided 
to  enforce  correct  returns  was  quite  ineffective.  It  was  the  duty 
of  the  party  assessed  to  give  all  necessary  information  to  the 
assessor,  and,  if  required,  to  deliver  a  statement  in  writing  con- 
taining all  the  particulars;  failure  to  deliver  the  statement,  on 
complaint  of  the  assessor  and  upon  conviction  before  a  justice 
of  the  peace,  called  for  a  fine  of  $20.  No  oath  or  statutory 
declaration  of  the  correctness  of  the  statement  was  required. 
If  the  statement  received  was  found  to  be  false,  and  knowingly 
80,  the  fine  was  increased  to  $50.  (No  one  was  ever  fined.) 
No  time  was  fixed  when  the  statement  was  to  be  delivered  to 
the  assessor,  nor  other  penalty  than  the  fine  named  for  the  non- 
return of  the  statement;  in  brief,  the  sections  providing  for 
these  returns  were  of  so  little  value  that  they  were  seldom 
employed. 
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It  is  true  that  "Income  Schedules,"  which  set  forth  the 
property  liable  to  assessment,  were  largely  used  and  were  of 
considerable  assistance  to  the  assessor,  but  in  the  main  were 
considered  as  unsatisfactory. 

It  would  be  perhaps  taking  up  valuable  time  to  go  into 
details,  except  in  a  brief  way,  in  order  to  show  the  methods  of 
the  assessor  in  arriving  at  an  assessment  on  personal  property. 
If,  for  instance,  he  possessed  a  close  knowledge  of  the  Assess- 
ment Act,  he  would  endeavor  to  secure  a  statement  of  the  assets 
and  liabilities  of  the  merchant,  and  if  allowed  to  examine  such 
statement,  would  carefully  scrutinize  the  various  items,  particu- 
larly that  of  "liabilities,"  in  order  to  see  that  no  other  than 
just  debts  due  on  account  of  the  personalty  were  being  deducted, 
and  did  not  include  debts  due  on  real  estate,  which,  under  the 
act,  could  not  properly  be  deducted.  He  would  also  note  if 
the  merchant  was  indebted  on  account  of  such  goods  to  any  one 
residing  in  the  municipality;  such  amount,  while  not  ratable 
against  by  the  merchant,  remained  assessable  against  such 
resident  person  either  as  "  notes"  or  debts,  at  their  actual  value. 

The  merchant,  however,  could  and  frequently  did  refuse  to 
the  assessor  the  submission  of  the  statement  of  assets  and  lia- 
bilities; in  such  case  the  assessor  would  do  the  best  he  could 
and  would  put  down  an  amount  comparable,  perhaps,  with 
other  merchants'  assessment.  At  the  best  it  could  only  be  a 
guess,  and  so  long  as  it  was  low  enough  no  appeal  was  made. 

If,  in  assessing  the  larger  concerns,  he  reached  within  one 
fifth  or  one  sixth  of  the  actual  value,  he  was  doing  pretty  well. 
Merchants  argued  with  the  assessors,  if  the  latter  sought  to 
increase  their  assessment,  that  they  were  already  assessed 
high  enough,  especially  as  "  A,"  one  of  their  competitors,  who 
carried  a  larger  stock,  was  only  assessed  on  an  amount  rated 
no  higher  than  they  were.  Then,  again,  many  of  the  older  firms 
had  been  for  years  rated  on  the  same  and  practically  a  fixed 
assessment,  which  made  it  the  more  difficult  for  the  ordinary  as- 
sessor to  change.  Complaints  were  made  that  to  increase  their 
ratings  would  mean  driving  them  out  of  business.  References 
were  also  made  to  the  existing  system  of  assessment  in  Montreal, 
which  was  claimed  to  be  favorable  to  their  chief  competitors, 
viz.  the  business  tax. 
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And  so  it  went  on,  the  merchant  knowing  that  he  was  greatly 
underrated  and  wondering  what  the  next  assessor  would  do, 
and  if  he  would  double  or  treble  or  quadruple  his  assessment; 
and  with  this  feeling  in  the  minds  of  many  they  were  ready  for 
such  a  change  as  would  remove  this  doubt  and  place  them  in  a 
position  to  know,  as  absolutely  as  possible,  what  their  taxable 
quantity  would  be,  and  outside  the  inquisitorial  powers  of  the 
assessor. 

So  it  was  that  the  Commission  was  appointed  to  look  into 
these  matters.  Their  first  meeting  was  held  Nov.  13,  1900. 
Public  notice  was  given  of  these  sittings.  They  were  largely 
attended  by  representative  bodies,  such  as  the  Board  of  Trade 
from  Toronto,  London  and  Hamilton,  the  Retailers'  Association, 
the  Single  Tax  Association,  and  by  merchants,  manufacturers, 
managers  of  insurance  and  loan  companies,  owners  of  real  estate 
and  others.  Anomalies  and  inequalities  in  taxation  were  pointed 
out  and  much  valuable  information  was  given. 

The  experience  of  American  cities  regarding  the  assessment 
of  personal  property  and  reports  from  American  bodies  on  the 
same  subject  were  submitted,  all  with  the  same  argument,  viz. 
that  it  was  impossible  to  equitably  assess  personal  property. 
This  was  abundantly  made  clear  to  the  Commission,  as  was  the 
impossibility  and  the  foolishness  of  attempting  to  assess  such 
items  of  personalty  as  monay,  notes,  income,  interest  on  mort- 
gage, etc.,  —  quite  true  some  of  it  found  its  way  into  the  assess- 
ment rolls,  but  only  enough  to  prove  how  futile  were  the  efforts 
of  the  assessors  in  their  endeavor  to  carry  out  the  law.  With- 
out the  assistance  of  the  bank  how  was  the  large  bulk  of 
"money"  to  be  assessed;  without  a  large  staff  to  continuously 
examine  the  records  of  the  registry  office  for  "  interest  on  mort- 
gage," how  was  this  to  be  arrived  at;  and  without  the  powers 
now  given  under  the  present  act,  it  were  idle  to  even  hope  to 
reasonably  rate  those  liable  to  assessment  on  "income."  To 
borrow  a  quotation  from  the  pen  of  Thomas  G.  Shearman, 
in  his  valuable  work  on  Natural  Taxation,  as  contained  in  a 
memorandum  prepared  by  the  Single  Tax  Association  of  To- 
ronto, and  presented  to  the  Ontario  Assessment  Commission, 
1900,"  if  anything  in  human  experience  as  applied  to  methods 
of  taxation  is  settled,  it  certainly  is  the  fact  that  taxation  upoa 
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personal  property  never  can  be  made  a  success.  Taxes  can  be 
raised  from  personal  property,  no  doubt,  for  large  sums  are  thus 
raised,  but  that  they  cannot  be  levied  with  any  reasonable 
approach  to  accuracy  or  equality  is  demonstrated  not  only  by 
conclusive  reasoning,  but  by  the  more  conclusive  fact  that  they 
never  have  been  thus  levied." 

The  Ontario  Assessment  Commission,  after  closely  delving 
into  these  matters  and  receiving  evidence  from  every  side, 
presented  their  first  voluminous  report  Jan.  30,  1901,  followed 
by  one  some  time  later. 

These  reports  were  handed  to  a  special  committee  appointed 
by  the  Ontario  government,  and  after  much  labor  and  con- 
sideration of  assessment  statistics  obtained  from  seventy-two 
municipalities  in  Ontario,  including  cities,  towns,  villages  and 
townships,  the  present  Assessment  Act  was  brought  forth. 
Many  changes  were  made  and  great  assistance  was  given  to  the 
assessor  in  the  machinery  provided  for  the  carrying  out  of  the 
act,  especially  that  relating  to  income.  The  most  important 
change  was  the  abolition  of  personal  property  assessment,  and 
the  substitution  therefor  of  what  is  termed 

"Business  Assessment" 

This  was  a  change  radical  in  its  nature  and  final  in  its  result. 
For  instance,  a  retail  merchant  is  assessed  for  the  premises  oc- 
cupied by  him  in  his  business  at,  say,  $8000.  His  business 
assessment  (where  the  population  is  over  50,000)  is  25  per  cent 
of  the  said  assessed  value,  or  $2000.  His  personal  taxes, 
therefore,  are  levied  on  this  $2000;  he  can,  if  he  wishes,  as- 
certain this  himself  by  referring  to  the  assessment  roll,  should 
he  purpose  occupying  some  store,  and  thus  place  himself  in  a 
position  to  know  the  taxes  chargeable  against  his  business, 
subject,  of  course,  to  any  future  increase  in  realty.  He 
is  not  concerned  at  the  approach  of  the  assessor,  he  is  not 
called  upon  to  submit  a  statement  of  his  assets  and  liabilities, 
nor  is  he  asked  any  question  whatever  regarding  the  particulars 
of  his  business.  The  assessor  simply  enters  his  name  in  the  roll 
and  rates  him  as  a  retailer,  after  which  his  business  assessment 
becomes  automatically  fixed.     The  same  method  applies  to 
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the  distiller,  the  brewer,  the  wholesaler,  the  manufacturer,  the 
departmental  store,  the  coal  and  wood  dealer,  the  lithographer, 
the  printer  or  publisher,  in  fact  all  engaged  in  business  pursuits, 
their  ratings  varying  from  150  per  cent  to  25  per  cent  of  the 
assessed  value  of  the  real  property  occupied  or  used  for  such 
business,  and  no  one  engaged  in  business  shall  pay  taxes  on  a 
less  amount  than  $100.  This  business  assessment  is  favorable, 
inasmuch  as  it  is  easy  of  application,  and  the  delving  by  the 
assessor  into  the  affairs  of  every  one  doing  business  is  entirely 
avoided.  It  is,  however,  not  claimed  that  the  new  system  is 
equitable  from  a  basis  of  wealth;  in  fact,  it  cannot  be,  for  the 
reason  that  a  percentage  of  the  assessed  value  of  the  land  is 
taken  as  the  business  assessment  in  lieu  of  the  value  of  personal 
property.  Large  capital  is  employed  in  small  premises,  and 
vice  versa,  but  it  has  this  effect,  that  no  one  escapes,  and  all 
contribute  more  or  less  to  the  burden  of  taxation.  If  a  com- 
parison is  made  with  the  former  assessment  of  personalty,  there 
will  be  found  less  inequalities  than  will  be  shown  under  the  old 
method.  No  one  ever  contended  that  personal  property  was 
or  could  be  successfully  assessed ;  much  of  it  could  not  be  seen. 
Debts  due  on  account  of  personalty  were  to  be  deducted,  and 
the  statement  is  ventured  that  not  one  tenth  of  the  personal 
property  liable  to  assessment  was  assessed.  The  assessor  could 
not  cope  with  the  artifices  employed,  and  besides,  as  has  already 
been  stated,  very  imperfect'machinery  was  provided  under  the 
act  to  assist  him  in  the  discharge  of  his  duties. 

The  business  men  as  a  whole  have  welcomed  the  change  in 
the  Assessment  Act;  they  now  know  that  the  assessor  cannot 
go  beyond  the  rating  fixed  by  the  act.  Formerly,  because  of 
their  under-assessments,  which  had  been  handed  down  as  heir- 
looms to  succeeding  assessors,  they  could  not  say  where  the 
assessment  was  to  stop,  as  they  were  liable  to  an  increase  year 
after  year,  so  long  as  the  amount  assessed  did  not  exceed  the 
actual  assets  of  the  business;  all  this  depending  upon  the  ac- 
tivity of  the  assessor.  This  is  now  done  away  with,  and  as 
"  new  brooms  sweep  clean,"  it  is  now  proven  that  the  business 
assessment  shows  a  vast  improvement  upon  the  attempt  for  the 
past  thirty  or  forty  years  to  assess  personal  property  as  defined 
under  the  former  act. 


BUSINESS  ASSESSMENTS  279 


Income 


The  change  here  is  great,  and  as  a  revenue  producer  is  far 
ahead  of  any  legislation  heretofore  granted  sanctioning  the  as- 
sessment of  income.  If  we  read  Subsection  19  of  Section  5 
(which  contains  the  exemption  clauses),  we  find: 

First,  the  annual  income  derived  from  personal  earnings  or 
from  any  pension,  gratuity  or  retiring  allowance,  in  respect  of 
personal  services,  in  a  city  or  town  having  a  population  of  over 
10,000,  is  exempt  to  the  extent  of  $1000,  and  is  assessable  at  the 
place  where  he  is  a  resident  thereof ;  and  where  he  is  not  a  house- 
holder, according  to  the  assessment  roll,  the  exemption  is  $600. 

Second,  there  is  no  exemption  as  to  income  received  or  de- 
rived from  other  than  personal  earnings,  therefore  such  class 
of  income  is  assessable  on  the  full  amount  except  where  the 
gross  income  does  not  exceed  $300,  as  under  Subsection  8  of 
Section  2,  "income"  is  defined  (in  part)  "and  shall  include  the 
interest,  dividends  or  profits,  directly  or  indirectly  received  from 
money  at  interest  upon  any  security,  or  without  security,  or 
from  stocks,  or  from  any  investment,  and  also  profit,  or  gain 
from  any  other  source  whatever." 

The  result  of  this  subsection  is  that  every  resident  of  every 
municipality  in  Ontario  in  receipt  of  income  from  other  than 
personal  earnings  is  hable  to  assessment  in  respect  of  such  in- 
come; thus  the  dividends  from  all  financial  corporations,  such 
as  banks,  insurance  and  loan  and  trust  companies,  are  assessable, 
and  these  companies  are  required  by  the  act  to  make  and  do 
make  an  annual  return  of  such  dividends. 

A  reference  is  now  made  to  the  legal  and  medical  professions, 
the  dentist,  the  civil  or  electric  engineer,  surveyors,  architects, 
agents  and  others;  all  these  are  subject  in  the  first  place  to 
business  assessment  in  the  same  manner  as  any  other  business, 
and  in  addition,  if  the  income  is  beyond  the  amount  of  the 
business  assessment,  then  such  excess  is  liable  to  assessment, 
subject  to  the  statutory  income  exemptions.  Thus,  no  pro- 
fessional man  escapes  taxation,  and  no  less  an  amount  than 
$100  shall  constitute  a  business  assessment. 

The  strictest  endeavor  has  been  made  to  omit  no  class  of 
income  properly  liable  to  assessment.     In  Section  11,  Subsec- 
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tion  "  A,"  every  person  not  liable  to  business  assessment  shall 
be  assessed  and  taxed  in  respect  of  income,  —  so  that  it  at 
present  appears  no  one  can  escape.  While  this  is  just,  and  all 
are  made  Uable  to  assessment,  the  mere  fact  of  being  liable  would 
not  help  so  very  much  if  machinery  were  not  given  the  assessor 
to  carry  out  the  provisions  of  the  act,  so  Sections  16  to  21, 
some  new  and  others  amended,  as  compared  with  the  old  act, 
have  been  inserted.  From  these  it  will  be  seen  that  employers 
are  to  give  or  furnish  to  the  assessor  the  names,  places  of 
residence,  and  wages,  salary  or  other  remuneration  of  their 
employees.  Section  19  requires  corporations  to  furnish  the 
assessor  with  a  list  of  the  resident  shareholders  of  the  munici- 
pality requiring  the  same.  Then  comes  Section  21,  which  pro- 
vides a  penalty  of  $100  and  an  additional  penalty  of  $10  for 
each  day  during  default.  The  act,  therefore,  as  far  as  touched 
upon,  is  not  only  workable,  but  a  vast  improvement. 

A  question  naturally  arising  would  be  "Why  rate  some  25 
per  cent,  some  50  per  cent,  some  60  per  cent,  and  so  on  up  to 
150  per  cent?" 

The  answer  is  that  in  framing  the  act  and  considering  its 
effect  on  the  different  municipalities  throughout  Ontario  as  a 
means  of  providing  taxes,  it  was  necessary  to  prove  that  its 
operation  should  provide  at  least  as  much  taxes  as  were  collect- 
ible under  the  old  act.  To  prove  this  statistics  from  seventy-two 
municipalities  in  Ontario,  showing  the  total  assessment  of  their 
real  and  personal  property  and  income,  were  collected,  and  state- 
ments were  obtained  also  of  the  amount  of  taxes  collectible 
from  the  merchant,  the  manufacturer,  the  wholesaler  and 
others,  and  the  assessed  value  of  their  real  property,  so  that  by 
applying  the  present  ratings  it  was  satisfactorily  demonstrated 
that  no  loss  in  taxation  to  any  of  these  places  would  result. 

There  are  also  other  reasons  for  this  discrimination  in  the 
ratings,  particularly  perhaps  in  Toronto.  Take  the  lowest,  25 
per  cent,  as  applied  to  retail  merchants.  Necessarily  they  are 
found  on  our  leading  thoroughfares,  and  in  the  more  congested 
parts  of  the  city  where  land  values  are  at  the  highest,  and  rents 
are  at  the  highest.  Many  here  have  to  be  satisfied  with  a  mod- 
erate frontage  and  rely  for  their  profits  on  the  frequent  turn-over. 
Many  of  these  premises  are  rented  under  lenses  which  call  for 
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the  payment  of  all  municipal  taxes,  including  local  improvement 
rates.  Land  values  here  are  and  have  been  of  rapid  increase, 
and  each  SlOO  or  $200  per  foot  increase  means  an  additional 
$25  or  $50  per  foot  on  the  business  assessment,  this  being  the 
result  of  the  business  assessment  as  applied  to  retail  merchants, 
and,  of  course,  applies  throughout  the  city  wherever  land  in- 
creases have  been  made  and  business  carried  on. 

In  the  case  of  the  wholesale  merchant,  land  values  do  not 
reach  the  figure  of  the  lands  occupied  by  the  retailer,  and  are 
more  normal  in  value.  It  is  not  necessary  for  him  to  occupy 
the  congested  districts.  He  has  very  large  capital  invested, 
and  his  rating  of  75  per  cent  on  the  value  of  his  premises  will 
as  a  rule  be  favorable  to  him  as  compared  with  taxes  leviable 
on  personal  property. 

The  rating  of  a  manufacturer  is  60  per  cent.  Generally  speak- 
ing he  has  large  capital  invested  in  machinery  and  plant  which 
are  exempt  from  assessment.  His  premises  do  not  demand 
anything  in  the  way  of  special  architecture,  hence  his  premises 
are  economically  constructed,  but  on  the  lines  of  solidity.  In 
some  branches  of  manufacture  the  buildings  are  even  lightly 
constructed.  It  is  not  necessary  that  he  be  centrally  situated, 
so  his  land  is  lower  in  value. 

Such  reasons  were  considered  in  fixing  the  different  ratings. 
That  they  may  be  disturbed  remains  to  be  seen.  Experience 
will  point  out  the  weaknesses.  It  may  be  that  time  and  public 
opinion  will  exert  their  influence  in  fixing  a  flat  rate,  or  it  may 
be  that  the  business  assessment  by  slow  gradations  will  entirely 
disappear,  leaving  the  real  estate  to  bear  the  burden. 

As  a  substitute  for  personal  property  the  business  assessment 
is  so  far  in  advance  of  the  former  system  that  the  assessment  of 
personal  property  as  such  will  in  my  opinion  never  be  revived. 

It  appears  to  me  to  be  a  reasonable  conclusion,  with  the 
growth  of  the  city  and  the  consequent  increase  in  population 
and  enhanced  value  of  real  estate,  that  there  should  be  a  pro- 
portionate increase  in  the  personal  wealth  of  the  citizens. 
This  being  the  case,  the  assessment  on  personal  property,  in- 
cluding income,  should  show  a  proportionate  increase.  If  the 
above  conclusion  be  correct,  a  comparison  of  the  personal  prop- 
erty assessment  with  the  realty  assessments,  as  shown  by  the 
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returns  of  the  assessors  in  Toronto  for  a  certain  number  of  years, 
indicates  that  the  effort  to  assess  personal  property  did  not 
result  in  a  proper  assessment.  A  comparison  of  business  as- 
sessment (together  with  income)  with  the  realty  assessment 
shows  such  assessments  are  consistent  with  the  enhanced  values 
of  the  realty,  and  we  must  conclude  that  the  new  method  is 
preferable  to  the  old. 

For  the  purpose  of  illustrating  my  point  I  have  appended 
figures  showing  the  assessment  of  this  city  for  the  years  1878, 
1883  and  1888  (periods  before  the  "boom"  of  1889),  and  from 
the  year  1900  (the  lowest  point  of  land  assessment  following 
the  "boom")  to  the  year  1909,  the  assessment  just  completed. 


Year 

Population 

Value  of 
Realty 

Per 

Capita 

Value  of 

Personal 

Property 

and  Income 

Per 

Capita 

Percentage 
of  Person- 
alty AS 
compared 
WITH  Realty 

1878 
1883 
1888 

75,110 
105,211 
160,141 

$40,948,507 
49,007,630 
84,256,933 

$543 
466 
526 

$9,158,713 
10,553,513 
14,038,918 

$122 
100 

87 

22A% 
21t»<,% 
16A% 

Year 

Population 

Value  of 
Realty 

Per 

Capita 

Value  of 

Personal 

Property 

AMD  Income 

Per 

Capita 

Percentaqb 
OF  Person- 
alty  AS 
compared 
WITH  Realty 

1900 
1901 
1902 
1903 
1904 
1905 

192,907 
199,043 
205,887 
211,735 
219,002 
226,045 

$113,153,239 
114,836,084 
120,770,856 
123,155,686 
126,864.986 
131,481,345 

577 
586 
581 
580 
581 

$12,582,770 
14,118,060 
15,793,165 
15,490,309 
14,952,511 
17,337,726 

$65 
71 
77 
73 
69 
76 

11A% 
12A% 
13% 
12A% 

Pbrcbntaqb 

Valub  or 

or   DUSINKM 

Ybar 

Population 

Value  of 

Per 

BUBINBM 

Per 

Ausbsbmknt 

Realty 

Capita 

Absmmment 

Capita 

and    Incomb 

AND  Income 

compared 
WITH  Realty 

1906 

238,642 

$140,948,938 

$590 

$26,912,817 

$113 

19tV% 

1907 

253,720 

155,428,403 

612 

29,834,857 

117 

l»i»o% 

1908 

272,600 

172,967,878 

634 

33,427.375 

122 

19A% 

1909 

287,201 

187,139,029 

693 

36,068,384 

126 

19A% 
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For  the  years  1878,  1883  and  1888,  and  1900  to  1905,  per- 
sonal property  and  income  are  added  together,  while  for  the 
years  1906  to  1909  business  assessment  and  income  are  com- 
bined. 

A  scrutiny  of  these  figures  shows  that  in  1878  the  assessment 
of  personal  property  and  income  was  22^  %  of  the  realty 
assessment;  for  1883,  21y\%;  1888,  16^%%;  1900,  U-^%; 
while  for  the  years  1901  to  1905  the  percentage  varied  from 
l^TT  %  to  13x^15^  %,  notwithstanding  the  fact  that  each  succeed- 
ing year  showed  an  increase  in  population  and  realty  assess- 
ment. 

The  figures  based  on  business  assessment  and  income  (1906 
to  1909)  show  the  percentages  to  range  from  19t1q^  %  to  19y^^  % 
of  the  realty  assessment,  notwithstanding  an  increase  in  realty 
in  that  period  of  over  $55,000,000. 

In  conclusion  I  beg  to  add  that  I  have  received  from  many 
of  our  wholesalers,  manufacturers  and  others,  and  from  the 
Secretary  of  the  Retailers'  Association,  who  is  keenly  alive  to 
all  that  affects  the  Association,  an  almost  unqualified  statement 
of  their  preference  for,  I  do  not  say  of  entire  satisfaction  with, 
the  Business  Assessment  as  a  substitute  for  Personal  Property. 
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By  Theodore  A.  Hunt 
City  Solicitor,  Winnipeg,  Manitoba 

On  account  of  the  late  notice  of  the  desire  of  the  Executive 
of  the  National  Tax  Association  received  by  me  that  they 
desired  a  paper  on  Tax  Systems  in  Northwest  Canada,  I  will 
not  be  able  to  deal  with  the  subject  to  any  extent  outside  of 
Winnipeg  and  the  Province  of  Manitoba. 

The  revenues  of  the  city  of  Winnipeg  are  principally  derived 
from 

(1)  Taxation  on  real  property; 

(2)  Business  tax; 

(3)  Licenses;  and 

(4)  Franchises  to  a  limited  extent. 

(1)  Real  estate  is  assessed  at  what  is  considered  its  actual 
value,  that  is,  at  forced  sale;  not  what  it  might  be  sold  for  at 
long  payment,  but  what  it  would  in  all  probability  bring  if 
forced  to  sale  at  short  notice,  or  perhaps  more  clearly,  what  a 
trustee  or  guardian  would  pass  it  over  for  from  one  person  to 
another  in  settling  an  estate.  It  is  not  an  inflated  value,  nor  is 
it  a  depressed  value,  but  a  good  solid  value.  According  to  our 
present  system,  machinery  is  not  assessable.  It  is  not  assessable 
as  real  estate  nor  is  it  assessable  for  business  tax.  Machinery 
is  not  especially  exempt,  but  it  does  not  come  within  those 
classes  of  things  which  the  city  is  authorized  to  assess. 
Buildings  are  assessed  separately  from  the  land,  and  both 
vacant  land  and  land  improved  by  the  erection  of  buildings 
thereon  are  assessed  at  the  same  ratio.  The  duty  devolves 
upon  the  Assessment  Commissioner  to  make  the  assessments, 
and  if  any  person  is  aggrieved,  he  has  a  right  of  appeal  to  the 
Court  of  Revision,  which  consists  of  a  Committee  of  the  Council, 

285 


286  STATE  AND  LOCAL  TAXATION 

formerly  the  Finance  Committee,  but  now  the  Board  of  Control. 
Judging  by  the  fewness  of  appeals,  one  would  say  that  the 
present  system  of  taxation  of  real  estate  is  fairly  satisfactory 
to  the  taxpayer.  So  far  as  the  buildings  are  concerned,  they 
are  assessed  not  quite  up  to  their  value ;  but  there  is  no  provision 
that  they  shall  be  assessed  at  anything  less  than  their  value, 
as  in  the  case  of  some  statutes  in  the  western  provinces,  where 
the  assessments  of  buildings  is  limited  to  60  per  cent  of  their 
value.  In  some  of  the  towns  in  the  Province,  the  council 
undertook  to  instruct  the  assessor  to  assess  the  buildings 
at  50  per  cent  of  their  value,  but  the  judge  of  the  County  Court, 
to  whom  any  person  has  a  right  to  appeal  if  he  is  not  satis- 
fied with  the  decision  of  the  Court  of  Revision,  has  ruled  that 
such  an  assessment  is  improper  and  illegal.  The  act  provides 
that  buildings  shall  be  assessed  at  their  actual  value,  and  the 
Assessment  Commissioner  calculates  what  the  buildings  would 
sell  for  in  a  reasonably  quick  sale,  and  that  is  the  value  he  puts 
upon  the  building.  The  result  is  that  the  valuation  of  the 
building  is  conservative.  The  realty  assessment  of  the  city  of 
Winnipeg  is  about  90  per  cent  of  the  taxes,  and  the  business 
tax  constitutes  about  10  per  cent,  roughly  speaking. 

(2)  Business  Tax.  —  The  business  tax  was  introduced  in 
1893  to  take  the  place  of  what  was  formerly  known  as  personal 
property  assessment,  and  personal  property  assessment  was 
entirely  done  away  with  by  the  substitution  of  the  business 
tax.  One  of  the  basic  principles  of  the  tax  is  measurement; 
and  it  is  a  system,  so  far  as  I  am  aware,  in  Canada,  entirely 
confined  to  the  city  of  Winnipeg  up  to  about  three  or  four  years 
ago.  It  arose  out  of  the  contentions  between  retail  and  whole- 
sale taxpayers,  and  was  a  sort  of  a  compromise.  The  feature 
of  measurement  was  introduced  in  order  that  wholesale  mer- 
chants would  be  compelled  to  pay  a  greater  percentage  on  the 
rental  value  than  the  retailers  or  others.  Space  measurement, 
if  divested  of  its  legal  phraseology,  means  three  cents  a  square 
foot,  or  a  tax  of  three  cents  a  square  foot,  presuming  that 
the  rate  will  be  struck  at  two  cents.  The  effect  of  this, 
according  to  the  Assessment  Commissioner,  is  to  cause  the 
wholesale  merchants  to  pay  on  an  average  somewhere  about 
15  per    cent  of  their  rental  values,  whcreiis  tiic  basis  is  10 


TAXATION  SYSTEMS  OF   NORTHWEST  CANADA       287 

per  cent  against  everybody  else  excepting  retailers.  This 
system  was  enforced  from  1893  to  1906,  when  the  city  of 
Winnipeg  procured  legislation  adopting  rental  values  as  the 
basis  of  assessment.  In  the  opinion  of  our  Assessment  Com- 
missioner, for  small  towns,  the  system  of  floor  space  measure- 
ment checks  fairly  well  with  the  rental  value;  but  when  a  city 
grows  as  large  as  Winnipeg,  which  is  now  about  120,000,  with 
high  rentals  and  high  buildings,  the  inequality  in  the  system 
arises;  and  so  legislation  was  obtained  enabling  the  city  to  im- 
pose a  tax  based  on  rental  value  amounting  to  eight  and  one 
third  per  cent,  or  in  short,  it  meant  that  the  landlord  would 
receive  twelve  months'  rent  and  the  city  would  receive  one 
month's  rent  as  taxes.  This  was  only  enforced  for  the  year 
1907,  when  the  old  system  was  reverted  to  of  including  space 
measurement. 

In  the  opinion  of  the  Assessment  Commissioner  the  rental 
basis  is  the  most  equitable.  It  serves  everybody  alike,  and  if 
those  subject  to  this  tax  are  paying  too  much,  it  is  the  simplest 
thing  in  the  world  to  make  the  tax  less.  If  you  find  eight  and 
one  third  is  too  high,  it  is  not  difficult  to  make  it  seven  and  a 
half  or  some  other  percentage.  This  of  course  wouM  have  to  be 
done  by  legislation,  and  in  order  that  wholesale  merchants  may 
under  this  system  pay  a  greater  amount  relatively  than  the 
retailers,  it  was  proposed  to  compel  the  wholesale  merchant  to 
take  out  a  license,  say  from  $100  to  $200,  which  would  then 
equalize  the  burden  to  be  borne  by  the  two  classes  of  citizens. 
However,  the  idea  of  licenses  was  not  carried  out,  and  therefore 
the  retail  merchant  felt  that  he  was  bearing  a  greater  proportion 
of  business  tax  than  the  wholesale  merchant,  because  he  was 
located  usually  upon  business  thoroughfares,  the  main  arteries 
of  the  city ;  and  his  rentals  were  higher,  as  a  retail  business  de- 
pends largely  upon  the  number  of  people  who  pass  to  and  fro  in 
front  of  the  place  where  the  business  is  being  conducted. 

The  old  system  practically  exempted  the  business  of 
the  hotel  keeper,  as  he  only  paid  five  cents  a  square  foot  for 
the  bar,  but  under  the  system  that  was  inaugurated  in  1907 
and  repealed  in  1908,  he  was  called  upon  to  pay  upon  the 
basis  of  the  rental  which  he  paid  for  the  premises  conducted 
as  a  business. 
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Furniture,  and  also  machinery  used  in  manufacturing  in- 
dustries, do  not  contribute  to  taxation,  either  under  the  real 
estate  or  the  business  tax. 

(3)  Licenses.  —  The  revenue  derived  from  licenses  may 
also  be  considered  under  the  head  of  taxation,  as  it  is  a  part 
of  the  burden  that  the  citizen  is  called  upon  to  bear  on  account 
of  the  particular  business  or  calling  he  happens  to  be  engaged 
in.  There  is  an  advantage  in  a  licensing  system,  as  it  enables 
the  license  inspector  to  collect  the  fee  whenever  and  wherever 
he  may  find  the  individual,  while  under  the  business  tax  sys- 
tem, changes  take  place,  people  go  out  of  business  either  before 
the  assesor  gets  around  to  them  or  between  the  times  that 
the  roll  is  made  up  and  placed  in  the  hands  of  the  tax 
collector  for  collection.  In  a  way  I  have  sincere  doubts  as 
to  whether  a  system  of  licenses  can  be  equitably  administered. 
How  are  you  going  to  determine  the  amount  any  one  class  of 
business  should  pay,  and  how  are  you  going  to  provide  that 
each  person  coming  under  this  category  is  treated  alike  ac- 
cording to  his  ability  to  pay,  or  the  benefits  he  or  his  business 
derives  from  the  civic  government?  Some  will  say,  however, 
it  is  not  taxation  at  all.  There  seems,  however,  a  growing 
desire  to  place  on  certain  businesses  which  pay  a  tax  on  a 
rental  basis  a  license  to  even  up,  as  it  were,  the  ability  to 

pay- 

Exemptions.  —  Exemptions  in  the  city  of  Winnipeg  amount 
to  a  considerable  sum.  The  lands  belonging  to  his  Majesty 
for  the  public  use  of  the  Dominion  or  the  Province,  lands 
vested  or  held  in  trust  by  the  city,  public  school  lands,  public 
hospitals,  educational  institutions  preparing  pupils  for  exami- 
nations for  the  University  (not  exceeding  four  acres) ,  are  ex- 
empt. Agricultural  and  horticultural  society  property,  burying 
grounds  (not  exceeding  twenty  acres),  churches  to  the  extent 
of  two  acres,  and  properties  exempted  by  special  by-law  or 
agreement  with  the  city  are  also  exempt. 

(4)  Franchises.  —  In  order  to  get  over  the  difficulty 
that  was  encountered  in  assessing  the  poles,  wires,  rails,  etc., 
of  electric  companies,  the  assessor  of  the  city  of  Winniijeg 
wa.s  authorized  to  assess  street  railway,  telegraph,  telephone, 
gas,  electric  light,  and  electric  power  companies  a  lump  sum. 
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This  covers  the  plant  and  the  buildings.  A  gas  company  is 
assessed  for  $300,000,  an  electric  light  company  for  $500,000, 
a  telephone  company  for  $500,000,  a  street  railway  company  for 
$750,000,  and  a  telegraph  company  for  $40,000.  This  is  made 
on  the  basis  of  the  population  of  the  city  being  120,000 ;  and  the 
Assessment  Commissioner  shall  add  to  each  of  these  sums 
V  a  sum  equal  to  20  per  cent  for  each  additional  increase  of 
20,000.  The  electric  light,  gas,  and  street  railway  companies  of 
the  city  of  Winnipeg  have  all  been  amalgamated  under  one 
company  known  as  the  Winnipeg  Electric  Railway  Company, 
and  the  revenue  from  this  source  for  the  last  year  was,  on  real 
estate,  $39,707.28;  assessment  under  the  charter,  $23,250; 
and  on  the  street  railway  branch  of  this  company  for  cars  at 
$20  per  car,  $2160;  and  5  per  cent  of  the  gross  yearly  earn- 
ings, $43,092.87.  The  revenue  derived  from  the  car  tax  and 
the  gross  earnings  tax  is  provided  for  by  special  by-law.  The 
city  does  not  derive  any  revenue  from  the  telephone  companies, 
as  the  only  company  that  did  operate  in  the  city,  namely, 
the  Bell,  has  been  purchased  by  the  government  of  Manitoba, 
and  now  is  operated  as  a  government  concern. 

Now  a  word  as  to  the  assessment  in  the  Province  which 
applies  to  municipalities  other  than  incorporated  cities  having 
city  charters. 

The  Assessment  Act  provides  that  lands  and  personal  prop- 
erty "shall  be  liable  for  municipal  taxation  subject  to  the 
following  exemptions,"  and  those  exemptions  are  similar  to 
those  of  the  city  of  Winnipeg,  with  these  in  addition:  all  grains, 
cereals,  flour,  live  or  dead  stock,  produce  of  farm  or  field  and 
store  or  warehouse  in  the  possession  of  any  person,  such  person 
not  being  the  producer  thereof,  held  for  the  bona  fide  purpose 
of  being  conveyed  by  water  or  railway  for  shipment  to  some 
other  place,  and  all  cordwood ;  all  produce  from  land  occupied 
as  a  farm  or  garden,  all  horses,  cattle,  sheep,  swine,  poultry 
and  other  farm  stock,  and  all  farming  implements  and  ma- 
chinery used  by  farmers  in  the  ordinary  occupation  of  farming, 
and  when  kept  upon  the  land  or  premises  of  bona  fide  agri- 
culturers  or  farmers,  public  and  judges'  libraries,  militia  horses, 
household  effects,  creameries  and  cheese  factories,  ships,  etc. 
Power  is  given  to  some  villages  or  towns  to  apply  for  and  make 
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an  assessment  similar  to  the  business  assessment  of  the   city 
of  Winnipeg. 

In  1900  acts  were  passed  by  the  local  legislature  providing 
for  a  tax  on  corporations  and  railway  companies.  The  Cor- 
porations Taxation  Act  provides  for  a  tax  on  every  company, 
joint  stock  company,  corporation,  association,  individual, 
partnership,  syndicate  or  trust  transacting  business  in  the  Prov- 
ince. A  bank  pays  $800  and  $200  on  each  branch  up  to 
four,  and  any  number  of  branches  in  excess  of  four  and  up  to 
ten  in  number  pay  a  tax  of  $100  each.  Private  banks  in 
village  centres  and  rural  municipalities  with  less  than  500  inhab- 
itants pay  a  tax  of  $200,  and  private  banks  in  village  centres 
pay  a  tax  of  $100  and  $25  for  each  branch  office  or  agency. 
Insurance  companies  pay  a  tax  of  1  per  cent  on  the  gross 
premiums  received  by  the  company  in  respect  of  business 
transacted  in  the  Province  during  the  preceding  year,  with 
a  modification  for  mutual  fire  and  hail  insurance  companies. 
In  case  an  insurance  company  has  a  head  office  elsewhere 
than  in  Manitoba,  and  the  premiums  are  less  than  $20,000,  or 
where  companies  lend  money  on  security  and  have  invested 
in  Manitoba  $100,000  or  more,  then  the  company  has  to  pay 
a  tax  of  three  quarters  of  1  per  cent  calculated  on  the  gross 
premiums,  and  one  half  of  1  per  cent  on  the  income  from 
investments  in  respect  of  business  transacted  in  the  Province. 
Loan  companies  with  a  fixed  or  permanent  paid-up  capital 
pay  $100  with  a  paid-up  capital  of  $100,000  and  $75  on 
every  additional  $100,000  up  to  $1,500,000,  while  loan 
companies  having  only  terminating  or  withdrawal  capital 
pay  $25  on  the  first  $25,000,  and  25  cents  on  every  $1000 
over  $25,000  up  to  $1,500,000.  Companies  having  both 
kinds  of  paid-up  capital  pay  taxes  according  to  both  schedules. 
Land  companies  pay  a  tax  of  $50.  Provision  is  made  for  a 
land  company  tliat  employs  only  part  of  its  funds  in  Manitoba. 
The  tax  is  calculated  on  the  proportion  of  the  total  capital 
of  the  company  up  to  $1,500,000  that  the  total  investment  of 
the  company  in  Manitoba  bears  to  the  total  investment  of  the 
company  in  all  its  field  of  operation.  There  are  also  provisions 
relating  to  taxable  lands  held  by  the  company  and  a  inininuim 
tax  for  loan  companies  whose  capital  does  not  exceed  $100^000. 
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Trust  companies  are  obliged  to  pay  a  tax  to  the  government 
of  $100  on  $100,000  and  $50  on  every  additional  $100,000, 
and  when  the  gross  profits  of  any  trust  company  are  $25,000 
or  over,  the  company  has  to  pay  a  further  sum  of  $500  per 
annum.  Interest  of  the  trust  company  from  paid-up  capital 
which  may  be  invested  is  not  reckoned  as  gross  profits.  Similar 
provisions  are  made  as  to  the  trust  company  employing  only 
part  of  its  funds  in  Manitoba,  as  in  the  case  of  loan  companies. 
There  is  also  provided  a  minimum  tax  for  a  trust  company. 

Street  railway  companies  operating  in  Manitoba  are  asked 
to  contribute  to  the  provincial  treasury  where  a  line  or  track 
is  twenty  miles,  and  $10  for  each  mile  or  track  above  that. 
Telegraph  companies  are  asked  to  pay  $1  for  each  mile  of 
telegraph  operated  and  worked,  but  where  a  railway  company 
owns  and  operates  a  telegraph  line,  it  is  asked  to  pay  a  tax 
of  $1000,  power  being  vested  in  the  Lieutenant-Governor  to 
remit  the  tax  under  certain  conditions.  Telephone  companies 
are  taxed  to  the  extent  of  fifty  cents  upon  each  telephone  in 
cities  where  the  population  is  10,000,  and  places  under  10,000, 
twenty-five  cents  upon  each  instrument. 

Gas  companies  are  asked  to  pay  a  tax  of  $500.  Electric 
lighting  companies  in  cities  with  a  population  of  10,000  pay 
$500,  under  10,000,  $100  and  in  incorporated  towns  or  vil- 
lages $25.     Electric  lighting  plants,  of  course,  are  exempt. 

Express  companies  having  fifty  branches  or  offices  or 
more  pay  $350,  and  $250  is  the  tax  when  there  are  less  than 
fifty  offices  in  operation.  The  usual  penalties,  of  course,  are 
provided  in  the  act,  in  case  verified  statements  are  not  produced 
to  the  provincial  treasurer  and  taxes  paid. 

In  a  similar  manner  railway  companies  are  taxed  upon 
the  gross  earnings  in  the  Province  of  Manitoba,  with  a  limita- 
tion of  3  per  cent.  The  tax  heretofore  in  this  Province 
has  been  fixed  at  2  per  cent  by  the  Lieutenant-Governor  in 
Council,  who  is  vested  with  authority  to  do  so  under  "The 
Railway  Taxation  Act."  The  reason  given  in  the  statutes 
for  the  Corporation  Taxation  Act  and  the  Railway  Taxa- 
tion Act  is  the  necessity  to  supplement  the  revenues  of 
the  crown.  In  the  case  of  railway  companies,  nothing  is 
contributed  by  them  to  the   revenues   of  the   municipalities 
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through  which  they  run.  While  this  is  a  hardship  on  the 
municipalities  in  a  great  many  cases,  I  think  it  a  benefit  gener- 
ally, as  the  government  is  better  able  to  enforce  the  collection 
of  the  taxes  than  is  the  ordinary  municipality,  and  the  railways, 
by  the  exercise  of  their  enormous  power,  have  more  or  less 
been  able  to  evade  payment  of  taxes  in  the  municipalities. 
The  city  of  Winnipeg,  however,  is  in  the  unfortunate  position 
of  having  given  the  C.  P.  R.  Company  an  exemption.  And 
it  is  a  distinct  gain  to  the  city  indirectly  that  the  Canadian 
Pacific  Railway  Company  is  being  taxed  by  the  Province. 

Two  Provinces  West  of  Manitoba 

Prior  to  the  creation  of  the  Provinces  of  Saskatchewan  and 
Alberta,  there  was  a  sort  of  a  tax  levied  on  farm  lands.  The 
territories  were  divided  into  districts  known  as  local  improvement 
districts,  and  a  tax  levied  on  farm  lands  at  so  much  per  acre. 
In  Saskatchewan,  the  Province  immediately  to  the  west  of 
Manitoba,  there  have  been  passed  in  1908  acts  dealing  with 
municipal  institutions,  one  called  The  Cities  Act,  the  second 
called  The  Towns  Act,  and  the  third  called  The  Villages  Act, 
which  I  have  not  been  able  to  consider  closely,  but  will  deal 
only  with  The  Cities  Act,  which  is  a  fair  index  of  the  contents  of 
the  other  acts  on  the  particular  subject  of  taxation.  It  is 
also  wider  and  more  comprehensive.  This  act  provides  that 
the  taxes  shall  be  levied  upon  lands  and  business,  income  and 
special  franchises.  The  definition  of  income  has  the  usual 
signification  that  is  given  to  it  in  other  Provinces,  and  is  so  well 
known  that  it  is  not  necessary  to  go  into  detail,  but  the  tax  on 
special  franchise,  so  far  as  the  West  is  concerned,  is  a  new  one 
and  an  important  one.  "Special  franchise"  is  the  right, 
authority  or  permission  to  construct,  maintain,  or  operate  on  a 
highway,  road,  street,  lane,  public  place,  etc.,  poles,  wires, 
tracks,  pipes,  conduits,  buildings,  erections,  structures  for 
bridges,  railways,  tramways,  or  anything  that  deals  with  the 
transmission  of  steam,  heat,  water,  gas,  oil,  electricity,  etc. 
This  feature  is  an  important  one,  and  vests  in  municipalities 
a  greater  control  over  streets  than  has  heretofore  been  exercised. 

(1)  The  act  provides  that  land  shall  be  assessed  at  its  fair  actual 
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value  and  buildings  and  improvements  thereon  at  60  per  cent 
of  their  actual  value;  in  estimating  its  value  regard  shall  be  had 
to  its  situation  and  the  purposes  for  which  it  is  used,  or  if  sold 
by  the  present  owner,  it  could  and  would  probably  be  used  in  the 
next  succeeding  twelve  months;  in  case  the  value  at  which  any 
specified  land  has  been  assessed  appears  to  be  more  or  less  than 
its  true  value,  the  amount  of  the  assessment  shall  nevertheless 
not  be  varied  on  appeal  unless  the  difference  be  substantial  if 
the  value  at  which  it  is  assessed  bears  a  fair  and  just  proportion 
to  the  value  at  which  lands  in  the  immediate  vicinity  of  the 
land  in  question  are  assessed. 

(2)  The  mode  of  assessing  Business  shall  be  as  follows: 
The  assessor  shall  fix  a  rate  for  square  feet  of  the  floor  space 
(irrespective  of  partitions,  elevators,  stairways,  or  other  ob- 
structions) of  each  building  or  part  thereof  used  for  business 
purposes,  and  shall,  as  far  as  he  deems  practicable,  classify  the 
various  businesses  and  may  fix  a  different  rate  for  each,  and  in  so 
doing  may  place  a  wholesale  business  in  a  class  distinct  from  a 
retail  business  of  otherwise  the  same  class,  and  may  classify 
each  building  thereof  according  to  the  class  of  business  carried 
on  therein,  and  may  fix  a  different  rate  for  a  different  class  of 
business  carried  on  under  the  same  roof  and  for  storehouses 
and  warehouses  or  other  like  appurtenant  buildings  than  that 
fixed  for  the  principal  building,  and  may  fix  a  different  rate 
for  different  flats  of  buildings;  such  rate  shall  not  exceed  $8  per 
square  foot  except  in  the  case  of  banks,  loan  companies  or  other 
financial  institutions,  in  which  case  such  rate  shall  not  exceed 
$15  per  square  foot. 

(3)  Whenever  it  is  found  by  the  assessor  that  a  business  is 
being  carried  on  either  wholly  or  partially  outside  of  any 
building,  he  shall  fix  a  rate  per  square  foot  of  the  yard  space 
used  for  such  business,  and  shall  as  far  as  he  deems  practicable 
classify  the  various  businesses  and  may  fix  a  different  rate  for 
each,  but  such  rate  shall  not  exceed  four  dollars  per  square  foot. 

(4)  The  owner  of  a  Special  Franchise  shall  not  be  as- 
sessed in  respect  of  business  or  income,  but  in  addition  to  an 
assessment  on  land  shall  be  assessed  for  the  actual  cost  of  the 
plant  and  apparatus,  less  a  reasonable  deduction  for  deprecia- 
tion. 
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(5)  No  person  who  is  assessed  in  respect  of  any  business  ot 
special  franchise  shall  be  assessed  in  respect  of  the  income 
derived  therefrom,  and  no  person  who  is  assessed  in  respect  of 
any  business  or  special  franchise,  or  of  any  business  derived 
therefrom,  shall  be  liable  to  pay  a  license  fee  in  respect  of  the 
same  business  or  special  franchise. 

(6)  For  the  purpose  of  this  section  only,  the  word  "lands" 
shall  not  include  buildings  and  other  improvements  thereon. 

There  is  also  a  poll  tax,  which  is  a  small  sum,  and  one  on 
which  comment  is  hardly  necessary.  While  it  may  be  possible 
to  collect  poll  taxes  in  small  cities  or  in  towns  and  villages, 
cities  that  have  grown  to  any  size  have  found  it  almost  an  im- 
possibility. In  fact,  I  am  inclined  to  think  that  the  cost  of 
collecting  a  poll  tax  is  greater  than  the  amount  realized.  There 
is  also  this  significant  feature  in  connection  with  the  new  act 
relating  to  cities,  that  the  rate  is  limited  to  two  cents  on  the 
dollar  exclusive  of  local  improvement  and  school  rates.  The 
new  Cities  Act  seems  to  have  conformed  pretty  closely  with  the 
special  charter  which  has  been  from  time  to  time  granted  to 
some  of  the  Western  cities.  I  find  that  Regina  has  classified 
its  business  assessment  as  follows : 


Schedule  op  Business  Rates 

License. 

Flour  Mills,  Sash  and  Door  Factories. 

Cold  Storage,  —  Brickyards,  Sheds  and  Build- 
ings, — ^Coal  and  Fuel  Sheds,  —  Furniture, 
wholesale,  —  Machine  and  Iron  Works,  Mat- 
tress Factory,  —  Storage,  wholesale  and  retail, 
—  Storage  and  Forwarding  Co.,  —  Wholesale 
Implements  and  Machinery,  —  Workshops,  — 
Engine  Room  (elevator),  —  Woodwork  Fac- 
tory, Wholesale  and  Retail. 

lA      1.25 

IB      1.50         Retail  Implements,  —  Steam  Laundries. 

IC       1.75         Wholesale  Hardware. 


Class 

Rate 

A 

$.25 

B 

.50 

C 

.75 

1 

1.00 

Class   Rate 

2 

$2.00 

2A 

2.25 

2B 

2.50 

2C 

2.75 

3 

3.00 

3A 

3.25 

3B 

3.50 

3C 

3.75 

4 

4.00 
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Aerated  Water  Factories,  —  Wholesale  Fruit- 
erers, —  Lumber  Sheds  and  Buildings,  — 
Hotels,  —  Automobiles,  —  Breweries. 

Flour  and  Feed  Implements,  —  Pianos,  Harness, 
and  Implements,  —  Implements,  Carriages, 
Harness,  Horse  Clothing,  and  Specialties. 

Retail  Furniture,  —  Printing  Offices. 

Bakeshops,  —  Dentists,  —  Cigar  Factories,  — 
Elevators  (ground  floor  only),  —  Harness,  — 
Electrical  supplies,  —  Painters  and  Decora- 
tors, —  Pianos  and  Organs,  —  Oil  Warehouses, 
Photographers,  Sewing  Machines. 


Architects  and  •  Contractors  Offices,  —  Bar- 
bers, —  Builders'  Supplies,  —  Business  Col- 
leges, —  Confectionery  and  Ice  Cream  Par- 
lors, —  Cash  Registers,  —  Fruit  and  Confec- 
tionery, —  Gas  Engines,  —  General  Stores,  — 
Grocers,  —  Marble  Works,  Sheds,  etc.,  —  Milli- 
ners, —  Typewriters'  Exchange. 

4A      4.25 

4B      4.50         Plumbers. 

4C       4.75 

5  5.00         Boots   and   Shoes,  —  Butchers,  —  Clothiers,  — 

Gents'  Furnishings,  —  Druggists,  —  Hardware 
(retail),  —  Hardware  and  Grocery,  —  Jewel- 
ers, —  Liquor  (wholesale),  —  Offices  (Lawyers, 
Real  Estate,  Commission  and  Insurance 
Agents,  General  and  Business),  —  Physicians, 
Tobacconists  (wholesale). 

5A      5.25 

5B       5.50 

5C       5.75 

6  6.00 
6A       6.25 
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Class  Rate 

6B 

$6.50 

6C 

6.75 

7 

7.00 

7A 

7.25 

7B 

7.50 

7C 

7.75 

8 

8.00 

Banks,  —  Loan  and  Mortgage  Companies, — 
Stock,  Share,  and  Grain  Brokers,  —  Financial 
Institutions. 

The  tax  lands  of  the  Province  of  Alberta  are  dealt  with 
by  the  representative  of  the  Government  from  Edmonton, 
and  I  will  only  say  a  few  words  about  the  cities  of  Calgary  and 
Edmonton. 

In  the  city  of  Calgary,  in  the  Province  of  Alberta,  lands  and 
buildings  are  assessed  separately,  the  lands  to  the  extent  of 
about  80  per  cent  and  the  value  of  the  buildings  to  the 
extent  of  75  per  cent.  Banks  are  only  assessed  a  business 
tax,  merchants  a  personal  tax,  solicitors,  doctors,  etc.,  an 
income  tax. 

In  the  city  of  Edmonton,  taxes  are  levied  on  land,  business 
income  and  special  franchises.  Real  estate  agents,  auctioneers, 
bowling  alleys,  restaurants,  etc.,  are  licensed.  No  buildings 
nor  improvements  are  assessed,  and  half  the  liquor  licenses, 
which  amount  to  about  $800  for  each  hotel,  are  paid  to 
the  city.  It  would  appear  that  they  have  in  this  city  a  list  of 
business  classification  for  assessment  as  follows: 


« 

1908 

PER.  8Q.  FT. 

Amusement  Halls $4.00 

Banks 

7.50 

Boots  and  Shoes 

4.00 

Butchers    ... 

4.00 

Business  and  Professional  Offices 

4.00 

Cigars 

4.00 

Confectionery    .... 

4.00 

Drugs 

4.00 

Dry  (loods          .... 

4.00 

Dry  Goods  (wholesale) 

2.00 
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1908 

PER   SQ.    FT. 

Factories  .... 

.        . 

.     $  .25 

Factory  Warehouses,  permanent 

.       LOO 

Feed  and  Sale  Stables  (one 

floor  only) 

.       LOO 

Florists      .... 

.25 

Furniture 

2.00 

General  Stores  . 

4.00 

Grain  Elevators 

LOO 

Grain  Flat  Warehouses 

.50 

Groceries  (retail) 

3.00 

Groceries  (wholesale) 

L50 

Hardware  (shelf) 

4.00 

Hardware  (heavy) 

2.75 

Hardware  (wholesale) 

2.00 

Harness  (retail) 

3.00 

Harness  (wholesale)  . 

L50 

Hotel  (bars  excluded) 

LOO 

Ice  Cream  Parlors 

2.00 

Jewelry      .... 

5.00 

Laundries 

2.00 

Livery,  first  floor  only 

LOO 

Loan  and  Financial  Institutions 

5.50 

Millinery   .... 

. 

2.00 

Manufacturers  and  Agencies 

5  Warehouse    . 

2.50 

Photographers  . 

2.00 

Printing  Offices 

2.00 

Pianos  and  Organs    . 

3.00 

Public  Boarding  Houses    . 

.25 

Seed  Stores 

3.00 

Stationery 

4.00 

Undertakers 

3.00 

Unclassified  Business 

LOO  to  $5.00 

Warehouse  (general) 

LOO 

Warehouse  (implement)    . 

.50 

Workshops 

LOO 

The  number  of  square  feet  is  multiplied  by  the  rate  and  placed 
on  the  roll  and  levied  upon  the  same  as  taxes  on  land,  business 
or  income. 
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I  have  not  attempted  to  consider  any  other  method  of  taxa- 
tion in  the  Provinces  west  of  Manitoba  than  those  given  by  their 
municipal  legislation.  It  is  difficult  to  decide  as  to  what  method 
should  be  adopted  in  order  to  ascertain  who  should  contribute 
to  the  revenues  of  the  municipality.  It  seems  to  me  that  the 
system  in  Manitoba  is  defective  in  that  income  entirely  escapes 
taxation,  and  although  it  is  difficult  to  administer  tax  laws  in 
respect  of  income,  yet  some  method  should  be  devised  whereby 
incomes  should  bear  their  fair  proportion  of  the  public  burden. 
Some  say  that  the  rental  of  premises  is  a  fair  index  of  what 
a  man  can  afford  to  pay  to  the  public  exchequer,  but  even 
granting  that  to  be  partially  true,  there  are  certain  classes  of 
business  which  are  more  renumerative  and  can  occupy  less 
valuable  premises  than  others  which  have  to  be  located  on  the 
most  public  thoroughfares. 


TAX  SYSTEM  OF  THE  PROVINCE  OF  ALBERTA 

By  John  Perrie 
Tax  Commissioner,  Edmonton,  Alberta 

The  taxable  property  in  this  Province  may  be  divided  into 
three  classes:  first,  rural  property;  second,  village  property; 
third,  town  or  city  property. 

Land  is  the  only  property  assessed  under  the  first  class,  and 
the  rate  of  taxation  is  levied  at  so  much  per  acre  without  regard 
to  the  value  of  the  land.  There  are  two  assessments  levied  on 
these  lands,  one  for  the  purpose  of  raising  money  for  assisting 
in  the  building  of  roads  and  bridges,  and  the  other  being  for  the 
purpose  of  raising  money  to  be  applied  towards  the  support 
of  educational  institutions.  The  first-mentioned  assessment  is 
levied  partly  by  the  provincial  government  and  partly  by  local 
organizations  known  as  local  improvement  districts.  These 
districts  are  organized  in  the  more  thickly  populated  portions 
of  the  Province,  and  the  taxes  are  levied,  collected  and  expended 
by  a  council  elected  by  the  ratepayers  of  the  district.  The  rate 
of  taxation  within  these  districts  varies  from  a  minimum  rate 
of  one  and  one  quarter  cents  per  acre  to  a  maximum  rate  of 
five  cents  per  acre.  Taxes  on  the  outlying  portions  of  the 
country  which  are  not  included  within  these  districts  are  lev- 
ied, collected  and  expended  by  the  provincial  government,  the 
rate  of  taxation  being  fixed  by  the  government.  At  present 
this  rate  is  one  and  one  quarter  cents  per  acre  on  all  lands  held 
under  homestead  or  purchase,  and  on  government  lands  held  by 
lease  the  rate  is  three  quarters  of  a  cent  per  acre. 

The  taxes  for  educational  purposes  are  levied  by  the  provin- 
cial government  on  all  outlying  lands  and  by  the  boards  of  the 
school  districts  where  such  districts  have  been  organized.  The 
rate  of  taxation  on  lands  within  school  districts  is  limited  by 
law  to  a  maximum  rate  of  ten  cents  per  acre.     The  rate  levied 
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by  the  provincial  government  on  lands  outside  of  school  dis- 
tricts is  fixed  by  the  government,  the  present  rate  being  one  and 
one  quarter  cents  on  patented  lands  and  one  half  cent  per  acre 
on  government  lands  held  under  lease.  Homestead  lands  are 
not  now  assessed  by  the  government  for  educational  purposes 
until  a  period  of  four  years  has  elapsed  since  the  date  of  making 
homestead  entry. 

In  making  all  assessments  the  land  is  described  by  number  of 
lot  or  section,  and  while  the  name  of  the  owner  is  entered  the 
land  is  in  no  way  described  by  such  name. 

I  may  here  point  out  that  all  land  taxes  levied  and  collected 
by  our  provincial  government  are  simply  trust  funds  handled 
for  the  benefit  of  the  people  paying  such  taxes,  the  general 
revenue  of  the  Province  being  derived  from  subsidies  from  the 
federal  government  supplemented  by  taxation  of  companies, 
corporations  and  so  on. 

Village  property  is  liable  to  two  assessments,  one  to  furnish 
revenue  for  street  improvements  and  other  work  of  the  village, 
and  one  for  school  purposes;  the  former  being  levied  by  the 
council  of  the  village,  and  the  latter  by  the  school  board  of  the 
village.  Both  these  assessments  are  based  upon  the  value  of 
the  real  and  personal  property  within  the  village,  but  in  the 
case  of  the  improvement  taxes  there  is  a  provision  made  whereby 
the  council  of  any  village  may  obtain  permission  from  the  gov- 
ernment to  base  their  assessment  on  the  value  of  the  land 
exclusive  of  the  improvements  thereon  by  presenting  a  petition 
signed  by  two  thirds  of  the  ratepayers  of  the  village.  This 
latter  system  of  assessment  is  in  use  in  many  of  the  villages 
throughout  the  Province.  It  is  found  to  work  out  in  a  very 
satisfactory  manner,  and  the  number  of  villages  using  this 
system  is  continually  increasing. 

In  the  towns  and  cities  of  the  Province  there  is  only  the  one 
asseesment.  This  assessment,  which  is  made  by  the  officials 
of  the  town  or  city,  covers  the  taxes  required  for  the  support 
of  the  schools  within  the  municipality  and  also  for  all  work 
carried  on  by  the  municipality.  The  system  of  assessment  in 
vogue  in  most  of  our  towns  and  cities  is  assessment  according 
to  the  actual  value  of  the  land  exclusive  of  the  improvemoiits 
thereon,  and  there  is  no  nssossment  of  personal  property.     This 
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system  of  assessment  commends  itself  to  the  people  of  the 
Province  as  a  fair  method  of  taxation,  and  all  cities  which 
have  lately  received  charters  of  incorporation  are  using  it  in 
preference  to  the  system  whereby  assessment  is  levied  on 
both  real  and  personal  property.  This  taxation  of  land  is 
supplemented  by  a  business  tax  and  to  a  small  degree  by  an 
income  tax. 

Probably  the  most  distinguishing  feature  of  the  assessment 
systems  used  in  this  Province  is  the  fact  that  the  assessment 
of  personal  property  or  improvements  is  almost  unknown, 
practically  all  taxes  being  levied  on  land  and  the  assessment 
based  on  the  value  of  such  land  without  regard  to  the  improve- 
ments thereon.  As  has  been  pointed  out  above,  the  use  of  this 
system  of  assessment  is  rapidly  increasing,  and  when  it  is  taken 
into  account  that  the  unimproved  property  is  greatly  enhanced 
in  value  not  only  by  the  improvements  carried  on  by  the 
municipality  or  government,  but  also  by  the  development 
caused  by  the  investments  of  owners  of  improved  property, 
it  would  seem  only  right  that  the  assessment  should  be  so 
adjusted  as  to  provide  for  the  payment  of  a  fair  proportion  of 
the  taxes  by  the  holders  of  such  unimproved  property. 

Going  further,  it  may  be  pointed  out  that  the  ratepayer  who 
invests  money  in  improving  his  property  is  a  much  more  valu- 
able asset  to  any  country  than  the  man,  usually  a  non-resident, 
who  simply  holds  his  property  as  a  speculation.  And  it  is 
only  just  that  this  should  be  recognized  and  the  assessment 
so  levied  that  as  much  as  possible  of  the  burden  of  taxation  will 
be  borne  by  the  man  who  is  holding  his  property  so  that  he 
may  profit  by  the  development  of  the  country  brought  about 
by  the  investments  of  the  owner  of  improved  property  as  well 
as  by  the  work  of  the  government  or  municipality. 

It  may  be  contended  that  the  assessment  of  rural  property 
at  a  certain  rate  per  acre  is  unfair,  but  the  rate  of  assessment 
is  as  yet  so  uniformly  low  that  the  system  is  working  out  quite 
satisfactorily,  and  we  are  saved  the  expense  of  valuation  of  the 
land.  If  it  should  become  necessary  to  levy  a  heavier  rate  of 
taxation,  it  will,  of  course,  be  necessary  to  adjust  the  assessment 
according  to  land  values. 

As  it  may  be  of  interest  to  some  of  you  to  know  how  the 
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system  of  taxation  of  lands  without  regard  to  improvements 
works  out  in  practice,  I  may  say  that  it  is  found  to  give  splendid 
satisfaction. 

As  an  instance  of  the  satisfaction  given,  I  would  call  your 
attention  to  the  following  state  of  affairs  in  this  Province.  As 
has  been  stated,  villages  may  by  petition  obtain  authority  to 
levy  their  assessment  on  land  values  without  regard  to  im- 
provements. We  have  received  many  of  these  petitions,  and 
the  majority  of  our  villages  are  at  present  using  this  form  of 
assessment,  but  we  have  never  received  a  petition  asking  that 
authority  be  given  to  allow  any  village  to  revert  to  the  system 
of  levying  their  assessment  on  the  value  of  both  the  land  and 
the  improvements  thereon. 

It  would  appear  to  be  the  opinion  of  the  people  that  the 
landowners  should  not  be  penalized,  as  it  were,  for  making 
improvements  on  their  property,  and  that  the  way  in  which 
the  burden  of  taxation  can  be  most  fairly  adjusted  is  by  levy- 
ing it  according  to  land  values.  This  system  is  also  found  to  be 
most  conducive  to  the  prosperity  of  the  community,  as  land- 
owners are  more  or  less  deterred  from  making  improvements 
on  their  property  when  such  improvements  are  likely  to  largely 
increase  the  taxes  which  they  have  to  pay. 

I  may  say  in  conclusion  that  in  the  opinion  of  some  of  the 
most  prominent  men  in  our  largest  cities  the  system  of  taxation 
on  land  values  without  regard  to  improvements  which  is  in 
use  in  these  cities,  is  the  most  equitable  form  of  assessment, 
and  any  move  to  make  a  change  would  meet  with  little,  if 
any,  support.  This  conclusion  is  arrived  at  after  years  of 
experience  with  the  raising  of  funds  to  meet  the  requirements 
of  rapidly  growing  cities.  And  the  expense  of  carrying  on  the 
affairs  of  such  cities  in  a  new  country  such  as  the  Province  of 
Alberta  is,  as  you  are  no  doubt  aware,  very  high. 
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By  John  B.  McKilligan 
Provincial  Surveyor  of  Taxes,  Victoria,  British  Columbia 

The  Province  of  British  Columbia,  like  all  the  other  Provinces 
of  the  Dominion  of  Canada,  is  limited,  by  the  British  North 
America  Act,  to  direct  taxation. 

The  area  of  the  Province  is  about  395,000  square  miles,  or 
252,800,000  acres.  It  has  a  coast  line  of  7000  miles.  Its 
forest  and  woodland  area  is  82,000,000  acres. 

The  total  white  population  is  estimated  at  260,000.  British 
Columbia  has  produced  over  114  millions  (dollars)  in  gold,  and 
of  other  minerals  over  185  million  dollars.  Its  fisheries  have 
yielded   over  113  million  dollars.     In  1907  it  produced  in 

Minerals $25,800,000 

Lumber 12,700,000 

Fish       7,000,000 

Fruit  and  farm  produce 7,500,000 

British  Columbia  presents  the  greatest  variety  of  climate  of 
any  of  the  Provinces  of  Canada ;  it  is  ever  green,  healthful  and 
invigorating. 

It  has  391  public  schools,  and  over  30,000  pupils.  There 
are  15  high  schools,  and  provision  has  been  made  for  a  pro- 
vincial university. 

Its  coal  measures  are  the  most  extensive  in  the  world.  The 
coal  mines  of  Kootenay  alone  are  estimated  to  be  capable  of 
yielding  ten  million  tons  of  coal  a  year  for  7000  years. 

The  net  revenue  of  the  Province  for  the  year  ended 
June  30,  1907,  was  $4,396,082,  and  the  net  expenditure  for 
the  same  period  was  $3,194,999,  leaving  a  net  surplus  of 
$1,201,083. 

The  Province  has  immense  deposits  of  iron  ore  undeveloped. 
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Its  lumber  cut  in  1907  exceeded  846  million  feet.     It  has  over 
10  million  acres  of  wheat  land. 

It  has  18  creameries  which  produced  in  1907  over  1,600,000 
pounds  of  butter,  and  over  4  million  pounds  of  butter  were 
imported.  Its  fruit-growing  industry  alone  is  increasing  with 
leaps  and  bounds. 

In  1891  the  total  acreage  in  fruit  was 6437 

In  1901 7430 

In  1905 22,000 

In  1908 100,000 

Over  1  million  fruit  trees  were  planted  in  1907,  and  a  still 
greater  number  in  1908. 

Ten  years  ago  British  Columbia  did  not  grow  enough  fruit 
to  supply  its  own  population. 

In  1902  the  first  shipments  were 1956  tons 

In  1907  they  were 4743  tons 

These  are  but  a  few  of  the  salient  facts  about  this  immense 
territory  which  have  a  bearing  upon  its  system  of  taxation, 
which  the  following  brief  synopsis  endeavors  to  explain. 

There  are  two  distinct  systems  of  taxation  in  the  Province, 
namely,  municipal  and  provincial.  Municipal  taxation  is  con- 
fined entirely  to  those  portions  of  the  Province  where  munici- 
palities have  been  created,  either  by  letters  patent  or  by  and 
in  virtue  of  the  "Municipal  Clauses  Act." 

Cities  and  towns  or  townships  may  be  incorporated  under  the 
"Municipal  Clauses  Act."  Prior  to  April  23,  1892,  several 
municipalities  were  created  by  letters  patent  or  by  special  act 
of  the  legislature,  amongst  which  in  order  of  priority  were: 
New  Westminster  (1860),  Victoria  City  (1862),  Langley  town- 
ship (1873),  North  Cowichan  township  (1873),  Nanaimo  City 
(1874),  Surrey  township  (1882),  Chilliwliack  township  (1883), 
Vancouver  city  (1886),  Delta  township  (1888),  North  Van- 
couver (1891),  Sumas  (1892),  but  these,  in  so  far  as  their  charters 
are  not  repugnant  to  the  Municipal  Clauses  Act,  come  within 
the  jurisdiction  of  that  act,  and  all  municipalities  formed  after 
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the  said  April  23,  1892,  are  regulated  by  the  provisions  of  the 
Municipal  Clauses  Act. 

The  Municipal  Clauses  Act  is  a  complete  compendium  of 
municipal  powers  and  procedure  and  consists  of  324  clauses, 
some  of  which  have  been  amended  from  time  to  time,  but 
copies  of  this  act  and  its  amendments,  consolidated  for  con- 
venience to  the  present  date,  may  be  had  on  application  to 
the  King's  Printer,  Victoria.  All  together  there  exist  now 
about  fifty  municipalities  in  various  portions  of  the  Province, 
but  the  total  area  contained  within  their  specifically  de- 
scribed boundaries  is  only  a  very  small  proportion  of  the  total 
area  of  the  Province.  The  larger  proportion  of  the  Province  is 
therefore  within  the  provincial  system  of  taxation. 

Municipalities  have  been  given  the  right  of  self-government. 
They  have,  amongst  various  other  powers,  the  right  to  assess 
and  tax  real  property  and  the  improvements  thereon,  to  im- 
pose and  collect  licenses,  to  fix  the  rate  of  taxation  thereon  and 
the  fees  payable,  by  by-laws.  The  jurisdiction  of  every  mu- 
nicipal council  is,  however,  confined  to  the  municipality  which 
the  council  represents,  except  where  special  authority  beyond 
that  is  conferred  by  statute.  The  municipal  councils  may 
direct  an  audit  and  appoint  an  auditor  to  examine  and  audit 
the  books  and  accounts  of  all  moneys  received  and  expended. 
As  a  partial  limitation  of  complete  self-government,  the  legis- 
lature has  provided  that  the  lieutenant  governor  in  Council 
may  from  time  to  time  appoint  auditors  for  all  or  each  mu- 
nicipality, and  also  that  the  lieutenant  governor  in  Council 
may  appoint  a  commission  of  inquiry  into  the  conduct  of  any 
part  of  the  public  business  of  any  municipality  or  the  adminis- 
tration of  justice  therein,  and  for  the  purposes  of  such  inquiry 
the  provisions  of  the  "Pubhc  Inquiries  Act"  shall  apply. 

The  powers  and  duties  of  the  mayor  and  councils  of  the 
different  municipalities  and  the  corporate  powers  of  the  coun- 
cil are  fully  set  out  in  the  Municipal  Clauses  Act. 

Taxation  in  Municipalities 

The  assessor  is  appointed  by  the  mayor  and  council.  The 
council  by  resolution  fixes  the  time  in  each  year  within  which 
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the  assessor  shall  begin  to  make  and  at  which  he  shall  complete 
his  assessment  roll.  The  roll  has  to  be  returned  to  the  clerk 
of  the  council  within  a  time  to  be  fixed  by  resolution.  The 
assessor  must  attach  to  his  roll  a  certificate  on  oath  that  the 
roll  is  correct  and  is  prepared  by  him  in  accordance  with  the 
provisions  of  the  act. 

For  the  purpose  of  taxation,  land  and  improvements  (within 
the  municipality)  shall  be  estimated  at  their  value,  the  measure 
of  which,  as  to  land,  shall  be  the  actual  cash  value;  as  to  im- 
provements, shall  be  the  cost  of  placing  at  the  time  of  assess- 
ment such  improvements  on  the  land,  having  regard  to  their 
then  condition;  but  land  and  improvements  shall  be  assessed 
separately.  One  dollar  shall  be  the  minimum  tax  of  any  per- 
son or  body  of  persons  assessed,  in  respect  of  real  property, 
within  a  municipality. 

Lands  in  respect  of  which  no  crown  grant  has  issued,  but 
which  are  held  under  preemption  or  lease  or  agreed  to  be 
sold,  granted  or  conveyed  or  occupied  (while  so  held  or  occu- 
pied, or  during  the  existence  of  such  agreement),  shall  be  liable 
to  taxation  from  the  date  of  preemption  record  or  lease  or 
agreement.  This  refers  only  to  lands,  the  title  to  which  re- 
mains in  the  crown.  Such  taxation,  however,  does  not  in  any 
way  affect  the  rights  of  His  Majesty  in  the  lands. 

The  assessor  once  in  every  year  has  to  prepare  the  assess- 
ment roll,  in  which,  after  diligent  inquiry,  he  shall  set  down, 
according  to  the  best  information  to  be  had : 

(1)  The  names  of  all  persons  having  taxable  property  in  the 
municipality  and  resident  therein. 

(2)  The  names  of  all  persons  resident  out  of  the  municipality 
but  taxable  therein. 

(3)  A  full  description  of  all  taxable  property  (real  property 
only),  showing  the  extent  and  value  or  amount  thereof,  including 
value  of  improvements  separately.  The  assessor  has  to  send 
a  notice  of  assessment  to  every  owner  of  real  property,  giving 
the  particulars;  namely,  description  of  property,  the  value  of 
each  parcel,  the  total  amount  of  the  value,  the  number  of  days 
statute  labor  (if  any)  for  which  the  person  is  liable,  the  date  of 
delivery  or  mailing  of  notice. 

Before  returning  the  roll  to  the  clerk,  the  assessor  is  l)t)uiul 


TAXATION  IN  BRITISH  COLUMBIA  307 

to  furnish  a  copy  of  the  notice  of  assessment  to  any  one  who 
has  a  registered  interest  in  the  property,  if  requested  to  do  so, 
for  which  he  is  entitled  to  a  fee  of  twenty-five  cents. 

Every  person  receiving  a  notice  of  assessment  is  entitled  to 
appeal  against  the  assessment  to  the  Court  of  Revision.  The 
Court  of  Revision,  which  is  the  council  or  five  members  thereof, 
sits  within  two  months  after  the  date  fixed  for  the  assessor  to 
return  his  roll  for  hearing  appeals.  One  month's  notice,  by 
publication  in  the  Official  Gazette  and  a  newspaper,  is  given  of 
the  sitting  of  the  Court  of  Revision.  The  members  of  the  Court 
of  Revision  shall  form  a  quorum,  and  a  majority  of  a  quorum 
may  decide  all  questions  before  the  court. 

The  court  may  administer  oaths  and  issue  summons  for 
witnesses.  The  Court  of  Revision  is  also  constituted  a  board 
of  equalization. 

There  is  an  appeal  from  the  Court  of  Revision  to  a  judge  of 
the  Supreme  Court,  or  to  a  judge  of  the  County  Court  having 
jurisdiction  within  the  municipality.  The  roll  as  finally  revised 
is  final  and  binding  on  all  parties. 

The  council  is  empowered  in  each  and  every  year  to  pass  a 
by-law  or  by-laws  for  levying  a  rate  or  rates  on  all  land  and 
improvements  as  assessed  (provided  that  the  rate  on  improve- 
ments shall  not  be  levied  on  more,  and  may,  in  the  discretion 
of  the  council,  be  on  less,  than  50  per  cent  of  the  assessed 
value  thereof,  or  such  improvements  may  be  exempted  alto- 
gether) to  provide  for  all  sums  which  may  be  required  for  the 
lawful  purposes  of  the  municipality  for  each  year. 

The  rate  so  levied  shall  not  exceed  one  and  one  half  cents  on 
the  dollar,  in  addition  to  what  is  required  for  the  board  of 
health  and  hospital  purposes,  and  for  school  purposes  and  for 
payment  of  interest  and  sinking  fund  on  any  debt  of  the  mu- 
nicipality. Wild  land  may  be  taxed  at  a  rate  not  to  exceed 
4  per  cent  of  its  assessed  value. 

The  council  may  in  each  and  every  year  pass  a  by-law  or 
by-laws  for  levying  a  special  rate  of  not  more  than  one  mill  on 
the  dollar  for  board  of  health  and  hospital  purposes,  and  of 
not  more  than  five  mills  on  the  dollar  for  school  purposes,  and 
the  council  may  in  addition  to  such  rate  apply  any  portion  of 
the  ordinary  revenue  to  school  purposes. 
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All  taxes  are  deemed  to  be  due  and  payable  on  the  first  day 
of  January  of  the  current  year  unless  otherwise  provided  for 
by  by-laws. 

The  duties  of  the  collector  are  fully  set  out  in  the  act,  but 
for  the  purpose  of  this  brief  synopsis  of  the  taxation  system  it 
will  not  be  necessary  to  repeat  them  here;  ample  provision  is 
made  for  allowing  abatement,  generally  one  sixth  of  the  amount 
for  prompt  payment  by  a  specified  date,  or  a  lesser  proportion, 
that  is,  a  smaller  rebate  on  later  dates  of  payment.  No  dis- 
count is  allowed  other  than  these  rebates.  All  taxes  become 
delinquent  on  the  thirty-first  day  of  December,  following  the 
date  on  which  taxes  become  legally  due,  after  wliich  delinquent 
date  8  per  cent  per  annum  is  added.  Due  notice  of  delinquency 
is  given,  and  if  not  paid  within  three  months  of  date  of  notice, 
lands  are  liable  for  sale.  The  collector  has  the  usual  remedies 
by  distress  or  by  action  for  the  recovery  of  taxes,  and  if  either 
of  these  remedies  is  not  acted  upon,  the  collector  may,  between 
the  fifteenth  day  of  June  and  the  fifteenth  day  of  September 
in  each  year  after  the  delinquent  date,  advertise  and  sell  the 
lands.  Public  notice  is  given  of  the  sale  in  the  Official  Gazette 
and  a  newspaper.  Land  which  has  been  sold  for  delinquent 
taxes  may  be  redeemed  within  one  year  from  the  day  of  sale 
on  payment  of  the  amount  for  which  sold  (which  must  not  be 
less  than  the  taxes,  interest  and  costs) ,  together  with  interest  at 
8  per  cent. 

The  act  contains  forms  of  procedure,  tax  sale  deeds  and  other 
necessary  and  usual  provisions. 

The  right  of  way,  and  improvements  thereon,  of  railway 
companies  are  assessed  as  real  property  within  the  municipality 
and  taxed  at  the  rate  levied  on  real  property. 

Statute  Labor  in  Municipalities 

Every  male  resident  over  21  years  of  age  is  liable  for 
statute  labor,  which  may  be  one  day's  labor  for  every  $500 
of  assesfled  value  of  real  property  in  the  municipality,  but 
which  in  the  discretion  of  the  council  may  be  reduced  by  by- 
law in  rural  municipalities.  In  cities,  the  statute  lal)or  may 
be  commuted  for  two  (ioll/irs  i)or  day,  and  this  rate  shall  also 
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apply  to  rural  districts.  Municipalities  have  power  to  abolish 
statute  labor  by  by-laws;  but  if  abolished,  the  council  must 
expend  on  the  road  on  which  assessed  property  is  situated  an 
amount  equal  to  30  per  cent  of  the  tax  collected  on  that  land. 

Exemptions  from  Real  Estate  Taxation  in 
Municipalities 

(1)  Every  building  set  apart,  and  in  use,  for  the  public 
worship  of  God. 

(2)  Every  burial  ground  in  actual  use  as  such  and  every 
cemetery. 

(3)  Every  public  hospital  and  buildings  in  connection  there- 
with and  land  adjoining  and  used  for  the  hospital  to  the  extent 
of  twenty  acres,  every  private  hospital  and  land  in  connection 
to  the  extent  of  three  acres. 

(4)  The  land  and  improvements  of  property  belonging  to 
the  municipality,  except  for  local  improvements. 

(5)  Property  vested  in  His  Majesty. 

(6)  Orphanages  and  institutions  for  destitute  children,  build- 
ings and  land  to  the  extent  of  five  acres. 

All  taxes  in  municipalities  are  a  special  lien  on  the  land  and 
improvements  and  have  preference  over  any  other  claim,  except 
that  of  the  crown,  and  does  not  require  registration  to  pre- 
serve it. 

Provincial  Taxation 

From  what  has  already  been  described  respecting  municipal 
taxation  it  follows  that  the  greater  portion  of  the  Province  is 
not  organized  into  municipalities,  and  that  the  area  remaining 
is  reserved  for  provincial  taxation. 

The  office  of  the  surveyor  of  taxes  and  inspector  of  revenue 
was  created  by  the  legislature  during  its  session  of  1900,  and 
I  had  the  honor  of  being  appointed  to  that  office  on  September 
15,  1900.  The  main  object  of  that  appointment  was  to  revise 
the  then  existing  laws  on  taxation  and  to  reorganize  the  system 
upon  a  more  modern  basis,  and  to  prepare  a  new  assessment 
act  in  accordance  with  the  best-recognized  principles  of  taxa- 
tion. In  addition  I  had  to  discharge  other  and  very  onerous 
duties,  which,  as  time  went  on,  have  multiplied  and  increased 
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to  a  great  degree.  I  submitted  a  report  on  the  subject  of 
taxation  to  the  Hon.  the  Minister  of  Finance  in  April,  1902, 
with  an  accompanying  Draft  Assessment  Act. 

This  report  and  draft  was  submitted  to  the  legislature  at 
its  session  in  1902,  but  no  action  was  taken  until  the  follow- 
ing session,  1903,  when  the  Assessment  Act  of  1903,  at  present 
in  force,  was  adopted.  The  Assessment  Act  of  1903  varies  in 
some  respects  from  my  original  draft.  Several  amendments 
have  been  introduced  since  that  time  in  order  to  meet  the  ever 
changing  conditions  which  are  created  in  a  young  and  growing 
Province. 

The  subjects  of  taxation  under  the  Assessment  Act  are: 

(1)  Land  including  improvements. 

(2)  Wild  land. 

(3)  Coal  land. 

(4)  Timber  land. 

(5)  Personal  property. 

(6)  Income. 

(7)  Mines  and  minerals. 

(8)  Unworked  crown-granted  mineral  claims. 

(9)  Lands  of  the  crown  for  which  crown  grants  have  not 
been  issued  but  which  are  held  under  preemption,  lease  or 
agreement. 

(10)  Corporations. 

The  interpretation  clause  of  the  act  is  very  full  and  complete. 

The  terms  "land,"  "real  property"  and  "real  estate"  mean 
and  include  the  land  itself  and  all  buildings,  structures  and 
permanent  fixtures,  machinery  or  things  erected  upon  or  affixed 
to  the  land  or  any  building  thereon,  and  all  trees  or  underwood 
growing  upon  the  land,  land  covered  with  water  and  all  quarries 
and  substances,  other  than  mines  and  minerals  (which  are  sep- 
arately defined)  in  and  under  the  land.  The  term  "personal 
property"  includes  all  goods,  chattels,  wares,  merchandise, 
eflfects,  bonds,  debentures,  securities,  investments  (except 
mortgages  on  real  property  or  on  personal  property  within  the 
Province,  and  except  also  the  stocks,  bonds  or  debentures  of 
the  Province  or  of  any  rftunicipality  of  the  Province),  accounts, 
notes,  certificates  of  deposit,  judgments,  ohosos  in  action,  fran- 
chises, moneys,  debts  due  from  solvent  debtors  and  every  share, 
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portion,  right  or  interest,  either  legal  or  equitable,  in  and  to 
every  steamship,  sailing  ship,  vessel,  boat  or  water  craft  of  any- 
kind,  and  everything  animate  or  inanimate,  tangible  or  intan- 
gible, capable  of  ownership,  having  a  market  value  or  that  may 
be  bought  and  sold  and  not  forming  part  of  land,  or  not  other- 
wise exempt  by  law. 

"Income"  means  and  includes  the  amount  earned,  derived, 
accrued  or  received  from  any  source  whatsoever,  the  product 
of  capital,  labor,  industry  or  skill,  during  the  twelve  months 
ending  the  thirty-first  day  of  December  immediately  preceding 
the  date  of  assessment.  (The  interpretation  clause  gives  this 
much  fuller  in  the  act.) 

"Mines  and  minerals"  is  also  fully  described. 

"Wild  land"  means  all  land  other  than  coal  land  and 
timber  land  (otherwise  described)  claimed  by  any  person,  on 
which  there  are  not  existing  improvements  to  the  value,  when 
assessed,  of  $2.50  per  acre,  in  addition  to  the  cash  value  of  the 
land  itself,  on  land  west  of  the  Cascade  Range  and  $1.50  per 
acre  on  land  east  of  the  Cascade  Range.  (See  fuller  descrip- 
tion in  act.) 

"Coal land"  means  all  land  owned,  leased,  held  under  license, 
claimed  or  occupied,  by  any  person  for  the  special  purpose  of 
mining  coal  therefrom,  and  which  is  not  held  for  any  other  pur- 
pose, and  such  coal  land  is  divided  into  two  classes. 

Class  "A,"  land  from  which  coal  is  mined,  the  area  of 
which  is  determined  as  follows : 

Where  the  owner,  lessee  or  licensee  of  any  coal  lands  is  min- 
ing coal  from  any  part  thereof,  and  shall  have  paid  in  respect  of 
the  coal  mined,  taxes  and  royalties  to  the  crown  on  said  coal 
and  on  the  coke  produced  therefrom,  the  amount  of  the  royal- 
ties and  taxes  so  paid  shall  be  ascertained  for  the  year  ending 
the  thirtieth  day  of  June  preceding,  and  the  area  which  shall  be 
classed  to  the  owner,  lessee  or  licensee,  as  the  land  from  which 
coal  is  being  mined  shall  be  so  many  acres  of  the  land  so  owned, 
leased  or  licensed  from  which  coal  is  actually  mined,  as  the 
amount  paid  for  taxes  and  royalties  would  pay  for  at  the  rate 
of  twenty-five  cents  per  acre. 

Class  "  B."  all  coal  land  other  than  that  included  in  class  "A" 
from  which  no  coal  is  being  mined. 
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"Timber  land"  means  all  land  owned,  leased,  or  held  under 
license,  claimed  or  occupied,  by  any  person  for  the  special  pur- 
pose of  cutting  or  removing  timber  therefrom,  or  which  is  held 
as  an  investment  for  the  accruing  value  of  the  timber  growing 
thereon,  and  which  is  not  held  for  any  other  purpose,  and  which 
averages  at  least  five  thousand  feet  of  merchantable  timber  to 
the  acre. 

Timber  land  from  which  timber  has  been  cut  or  removed, 
but  from  which  land  the  roots  of  the  trees  and  the  underbrush 
growing  or  remaining  thereon  have  not  been  removed,  shall  be 
classed  as  wild  land  until  the  same  is  made  fit  for  agricultural, 
pastoral  or  commercial  purposes. 

There  are  numerous  liberal  exemptions  from  assessment  and 
taxation  in  the  act. 

(1)  All  property  belonging  to  His  Majesty,  all  Indian  land 
unoccupied  or  occupied  officially. 

(2)  Non-official  occupant  of  such  land,  assessable. 

(3)  Places  of  public  worship,  public  burying  grounds  and 
cemeteries  with  land,  not  exceeding  five  acres  and  the  personal 
property  and  income  thereof. 

(4)  Public  libraries,  literary  and  scientific  institutions. 

(5)  Agricultural  and  horticultural  societies. 

(6)  Public  universities,  normal  schools,  manual  training 
schools,  schoolhouses,  courthouses,  jails,  industrial  schools, 
lunatic  asylums,  houses  of  correction  and  reformation,  orphan- 
ages and  other  charitable  institutions. 

(7)  Property  real,  personal,  and  income  of  fire  companies 
used  and  applied  for  prevention  and  extinguishment  of  fires. 

(8)  Personal  property  and  income  of  the  governor  general 
and  of  the  lieutenant  governor. 

(9)  The  pay  of  the  imperial  military  and  naval  servants  and 
of  the  crown  and  pensions  payable  out  of  the  imperial  dominion 
and  provincial  treasuries. 

(10)  All  property  situate  out  of  the  Province. 

(11)  Personal  property  invested  in  mortgage  on  land  or 
personal  property. 

(12)  Property  invested  in  provincial  or  municipal  deben- 
turee. 

(13)  Unpaid  purchase  money  of  land. 
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(14)  Household  furniture  and  effects. 

(15)  Land  within  municipalities. 

(16)  Public  roads  and  highways. 

(17)  The  income  of  every  person  up  to  and  including  SIOOO. 

(18)  Dominion  homesteads  and  provincial  preemptions  for 
two  years  and  to  the  extent  of  $500  for  four  years. 

(19)  Exemption  of  farm  produce  and  the  income  from  the 
farm  orchard  or  ranch. 

(20)  Unsecured  book  debts. 

(21)  Money  in  bank  whether  on  deposit  or  current  account. 

(22)  Minerals,  matte  or  bullion,  in  course  of  treatment. 

(23)  Timber  and  coal  lands  held  under  lease  or  license  from 
the  crown.  (Note.  —  License  fee  or  rental  assumed  to  cover  all 
taxes  on  this  land.) 

(24)  Timber  cut  from  crown  leaseholds. 

(25)  Certain  timber  cut  from  other  lands,  where  the  tax 
under  the  Land  Act  has  been  paid. 

(26)  Exemption  of  certain  corporations  where  prices  are 
limited  by  statute  to  the  extent  of  one  half  of  the  corporation 
tax. 

(27)  Income  of  local  benevolent  societies. 

Rates  op  Taxation 

Real  property  (other  than  wild  land,  coal  land  or  timber 
land),  three  fifths  of  1  per  cent  of  assessed  value. 

Wild  land,  4  per  cent  of  assessed  value. 

Coal  land,  "Class  A,"  1  per  cent  of  assessed  value. 

Coal  Land,  "Class  B,"  2  per  cent  of  assessed  value. 

Timber  land,  2  per  cent  of  assessed  value. 

Personal  property,  three  fifths  of  1  per  cent  of  assessed  value. 

Income  {i.e.,  taxable  income,  after  the  $1000  exemption  is 
allowed),  Class  "A,"  when  the  taxable  amount  does  not  exceed 
$2000,  upon  all  taxable  income  up  to  and  including  $2000,  IJ 
per  cent. 

Class  "B ".exceeds  $2000. and  does  not  exceed  $3000,  If  per 
cent. 

Class  "  C "  exceeds  $3000  and  does  not  exceed  $4000,  2  per 
cent.         .     .    .    , 
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Class  "D"  exceeds  S4000  and  does  not  exceed  $7000,  3  per 
cent. 
Class  "E"  exceeds  $7000,  4  per  cent. 

Discount  for  Prompt  Payment 

• 

If  the  taxes,  which  are  legally  due  on  the  2d  January,  are  paid 
on  or  before  the  30th  June,  a  discount  of  10  per  cent  is  allowed. 

At  one  time,  in  fact,  when  the  1903  act  first  came  into  force, 
we  taxed  both  the  personal  property  and  the  income  derived 
therefrom,  on  the  ground  that  income  was  additional  capital,  or 
personal  property  ;  but  at  the  Session  of  1907  the  legislature 
saw  fit  to  introduce  the  following  amendment. 

"When  any  person  is  assessed  and  taxed  on  personal  prop- 
erty from  which  his  income  is  derived,  the  amount  of  the  tax 
on  such  personal  property,  if  greater  than  the  amount  of  the 
tax  on  his  income,  shall  be  the  only  tax  payable  in  respect  of 
both  income  and  personal  property;  if  the  tax  on  income  is 
greater  in  amount  than  the  amount  of  the  tax  on  personal 
property,  the  amount  of  tax  on  income  shall  be  the  only  tax 
payable  in  respect  of  both  income  and  personal  property,  and 
in  the  event  of  the  amount  of  the  tax  on  personal  property 
and  the  amount  of  the  tax  on  income  being  equal,  the  tax  on 
income  shall  be  the  only  tax  payable  in  respect  of  both  income 
and  personal  property." 

Tax  on  Canneries  (Salmon) 

At  the  1907  session  of  the  legislature  there  was  also  passed 
an  amendment  to  the  Assessment  Act  imposing  a  tax  on  salmon 
canneries,  namely: 

Two  cents  per  case  on  salmon  packed  during  the  year,  and 
1  per  cent  on  the  total  price  for  which  salmon  other  than  canned 
salmon  has  been  sold  for  the  year.  Owners  of  canneries  re- 
quired to  furnish  statements.  The  personal  property  of  salmon 
canneries  other  than  the  salmon  shall  be  assessed  as  follows : 

One-line  cannery  at       $10,000 

Two-line  cannery  at $15,000 

Three-line  cannery  at $22,r)00 

Four-line  cannery  at $30,000 
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The  personal  property  tax  rate  of  three  fifths  of  1  per  cent 
applies  to  this. 

A  "one-line  cannery"  means  a  cannery  where  the  operating 
machinery  is  used  in  one  continuous  and  complete  process  for 
the  purpose  of  converting  the  natural  salmon  into  canned  salmon 
or  salmon  otherwise  prepared  for  the  market  as  an  article  of 
commerce,  and  similarly  the  terms  "  two-line,"  "  three-line " 
and  "four-line"  canneries  mean  where  a  double,  triple  or 
quadruple  plant  is  operated  to  produce  canned  or  prepared 
salmon  for  the  market  by  similar  continuous  and  complete 
processes. 

Taxation  on  Corporations 

The  taxation  on  corporations  was  one  of  the  special  features 
of  the  1903  act,  nothing  of  the  kind  having  before  been  at- 
tempted. 

The  following  corporations  are  specifically  assessed  and  taxed 
upon  their  gross  revenue  from  all  sources  derived,  arising  or 
accrued  from  business  transacted  in  the  Province,  at  the  rate 
of  1  per  cent.  Every  corporation  has  to  make  a  return  certified 
as  correct  by  the  manager  or  other  officer  duly  appointed  for 
the  purpose,  under  a  penalty  for  non-compliance  of  $50  per  day. 

Real  property  belonging  to  any  corporation  lying  within  any 
municipality  is  not  taxed  by  the  Province.  Every  corporation 
must  forward  to  the  Minister  of  Finance,  annually  on  or  before 
the  thirty-first  day  of  January,  a  certified  copy  of  their  annual 
balance  sheet  and  of  their  profit  and  loss  accounts  as  shown 
by  their  books  for  the  year  preceding  that  date,  according  to 
the  date  at  which  the  annual  balance  has  been  arrived  at. 

A  special  assessment  roll  for  corporations  is  kept  by  the 
assessor  at  Victoria. 

Banks  are  assessed  and  taxed  also  under  the  clauses  referring 
to  corporations.  All  their  real  and  personal  property  within 
the  assessment  district  is  assessed,  but  it  is  provided  that  the 
personal  property  of  a  bank  shall  be  limited  and  confined  to  its 
personal  property  from  which  no  revenue  is  derived,  and  shall 
not  extend  to  nor  include  its  personal  property  from  which  a 
revenue  is  derived. 

In  addition  to  the  taxation  on  the  real  and  personal  property 
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of  a  bank  it  is  also  assessed  and  taxed  upon  its  income  from  all 
sources  derived  from  business  transacted  in  the  Province  or 
arising  therefrom,  subject  to  certain  deductions  mentioned  on 
the  form  of  return  which  has  to  be  made  to  the  assessor;  these 
deductions  are  outgoings  or  necessary  expenses  actually  in- 
curred and  paid  out  in  the  production  of  the  income  and  losses 
written  off  during  the  year. 

The  corporations  thus  specifically  assessed  and  taxed  are: 

Every  insurance  company  other  than  a  life  insurance  com- 
pany. 

Every  life  insurance  company,  corporation  or  association. 

Every  guarantee  company,  loan  company  and  trust  company. 

Every  telegraph  company,  telephone  company  and  express 
company. 

Every  gas  company  and  every  waterworks  company. 

Every  electric  lighting  company,  electric  power  company  and 
street  railway  company. 

Each  corporation  has  to  make  returns  to  the  assessor  annu- 
ally according  to  the  forms  given  in  the  act.  Provision  is 
made  in  the  act  for  recovery  of  the  tax  by  distress  on  delin- 
quency. Corporations  are  also  allowed  10  per  cent  discount  if 
taxes  are  paid  before  30th  June  yearly.  Taxes  become  delin- 
quent at  31st  December,  and  bear  6  per  cent  interest  thereafter 
until  paid. 

These  corporations  have  "the  usual  right  of  appeal  after  the 
notice  of  assessment  has  been  issued.  The  term  "  gross  reve- 
nue" as  applied  to  corporations  is  also  defined  in  the  act,  and 
means  and  includes  the  actual  gross  revenue  or  income,  without 
any  deductions  whatsoever,  earned,  derived,  accrued  or  re- 
ceived from  any  source  whatsoever,  the  product  of  capital, 
labor,  industry  or  skill  arising  from  business  transacted  in  the 
Province,  and  shall  not  include  moneys  received  by  any  cor- 
poration or  capital  account  or  upon  trust  for  the  use  of  any 
other  person. 

Taxation  op  Minks  and  Minerals 

Mines  and  minerals  are  treated  as  a  separate  class  of  property 
for  aaNflsment  and  taxation,  and  special  ])rovisions  are  incor- 
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porated  in  the  former  Assessment  Acts  of  the  Province  for  their 
being  carried  out.  These  provisions  were  not  repealed  when 
the  1903  Assessment  Act  was  passed,  and  in  order  to  give  them  in 
detail,  it  is  necessary  to  refer  to  the  acts  of  1897,  1899,  1900, 
1901,  1902,  1903,  1905.  I  have  prepared  for  the  use  of  the 
assessors  a  printed  memorandum  giving  extracts  from  these 
.  acts  from  which  I  quote : 

Every  person  owning,  managing,  leasing  or  working  a  mine 
has  to  pay  2  per  cent  on  the  assessed  value  of  all  ore  or  mineral- 
bearing  substances  raised,  gotten  or  gained  from  any  lands  in 
the  Province  which  have  been  sold  or  removed  from  the  prem- 
ises, less  the  actual  cost  of  transportation  to  mill  or  smelter  and 
the  cost  for  smelting  or  milling;  so  that  practically  2  per 
cent  is  charged  on  the  net  smelter  returns  of  the  value  of 
the  ore. 

Ample  provision  is  made  in  the  acts  for  checking  the  cor- 
rectness of  the  returns  made  to  the  assessor,  and  in  many  cases 
the  books  of  the  mining  companies  are  examined  by  an  officer 
of  the  crown,  who  is  an  expert  accountant  and  familiar  with 
mining  companies'  bookkeeping. 

The  act  provides  the  machinery  for  recovery  of  the  tax, 
appeals  against  assessments  and  other  necessary  regulations  to 
insure  the  proper  collection  of  the  tax. 

All  unworked  crown  granted  mineral  claims  have  to  pay  a 
tax  of  twenty-five  cents  per  acre  annually  on  30th  June.  A 
full-sized  claim  of  1500  feet  contains  52  acres,  so  that  the  tax  per 
claim  is  $13.50,  fractional  claims  paying  in  proportion  to  their 
acreage.  Provision  is  made  to  permit  the  grouping  of  claims, 
not  exceeding  eight  claims,  upon  which  mining  development 
work  to  the  extent  of  S200  worth  of  work  per  claim  may  be 
done  annually  in  lieu  of  the  tax. 

If  the  annual  tax  is  not  paid  on  30th  June,  the  tax  becomes 
at  once  delinquent,  and  if  not  paid  by  the  first  Monday  in  the 
following  November,  the  claim  is  exposed  at  public  sale,  at  the 
upset  price  of  the  taxes  due  and  costs,  to  the  highest  bidder; 
and  if  no  sale  is  effected,  the  claim  becomes  absolutely  for- 
feited to  and  vests  in  the  crown  at  the  expiration  of  twelve 
months  from  the  date  of  the  auction  sale.  Ample  provision  is 
made  for  redemption  before  forfeiture,  and  all  due  notice  is 
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given  to  the  owners  and  to  the  public  in  the  Official  Gazette  and 
local  newspapers. 

There  is  a  nominal  tax  of  seventy-five  cents  per  head  on  cattle 
and  twenty-five  cents  per  head  on  sheep  which  are  brought 
into  the  Province  and  are  depastured  on  crown  lands,  which 
the  collector  is  empowered  to  collect,  or  in  default  the  cattle 
and  sheep  are  liable  to  distress  and  sale. 

The  Province  is  divided  into  thirty  assessment  districts. 
These  districts  are  defined  by  metes  and  bounds,  and  the  de- 
scriptions thereof  were  fixed  by  Order-in-Council  and  published 
in  the  Official  Gazette  in  April,  1901.  Formerly  the  assessment 
districts  followed  the  boundaries  of  the  electoral  districts,  but 
as  these  latter  were  being  changed  every  four  years  or  so,  by 
Redistribution  Acts,  to  suit  changing  political  conditions,  I 
advised  that  the  boundaries  of  the  assessment  districts  be 
permanently  fixed.  The  fixity  of  the  boundaries  has  proved 
satisfactory,  especially  avoiding  a  conflict  of  jurisdiction  be- 
tween the  assessors  and  ensuing  a  sufficient  check  on  the  lands 
liable  to  assessment.  Each  district  has  an  assessor  and  col- 
lector (generally  the  same  person),  who  is  appointed  by  the 
lieutenant  governor  in  Council  and  holds  the  office  during 
pleasure.  In  the  principal  cities,  Victoria  and  Vancouver, 
and  in  Ashcroft  and  Lillooet,  the  assessor  acts  as  collector;  in 
the  other  districts  they  are  called  deputy  assessors  and  col- 
lectors, for  the  reason  that  there  are  four  traveling  assessors, 
one  having  to  assess  the  whole  of  Vancouver  Island,  and  the 
other  three  have  to  assess  six  assessment  districts. 

The  appointment  of  traveling  assessors  has  been  extremely 
satisfactory,  and  they  have  been  able  to  revise  and  check  the 
work  of  their  deputy  assessors,  and  have  been  able  to  equalize 
the  assessments  throughout  the  Province  generally.  I  may 
here  state  for  the  benefit  of  our  American  friends  that  all  the 
officers  of  the  government  are  appointed  by  the  lieutenant 
governor  in  Council;  none  are  elective.  It  is  only  the  mem- 
bers of  the  legislature  that  are  elected  by  the  people.  The 
lieutenant  governor  in  Council  has  thus  the  power  of  ai)p()int- 
mcnt  and  dismissal  of  all  officials,  subject  of  course  to  the  re- 
view of  the  legislature  when  in  sesHion.  Every  assessor  and 
collector  is  required  to  furnish  bonds  for  the  faithful  perform- 
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ance  of  his  duties;  the  amount  in  each  case  is  fixed  by  the 
lieutenant  governor  in  Council. 

Returns  to  be  made  to  Assessor 

The  Assessment  Act  prescribes  that  every  person  must  make 
annual  returns  to  the  assessor  on  demand,  showing  in  detail 
his  personal  property  and  income,  also  a  proper  and  legal  de- 
scription of  his  real  property  in  the  district,  and  these  returns 
must  be  verified  as  correct  before  two  witnesses.  There  are 
heavy  penalties  imposed  for  false  returns  and  for  neglect  to 
comply  with  the  requirements  of  the  assessor,  or  for  withhold- 
ing information  necessary  for  ascertaining  the  true  taxable 
amount. 

Officers  of  the  government  are  bound  to  furnish  the  assessor 
with  any  information  he  needs,  and  the  deputy  commissioner 
of  lands  and  works,  the  registrars  of  land  and  district 
registrars  are  also  bound  to  give  lists  to  the  assessors  of  all 
lands  sold,  granted,  leased  or  preempted,  or  agreed  to  be  sold, 
or  granted  quarterly,  and  of  all  transfers  of  land  recorded, 
quarterly,  to  enable  the  assessor  to  prepare  his  roll. 

Preparation  of  Roll 

The  assessor  in  each  district  has  to  prepare  an  annual  assess- 
ment roll  in  two  parts,  Part  I  being  for  land  and  Part  II  for 
personal  property  and  income,  into  which  after  careful  inquiry 
from  such  sources  as  he  may  deem  reliable,  he  sets  down  cer- 
tain particulars  in  columns  as  specified  in  the  act.  Every 
assessment  roll  has  to  be  completed  by  the  assessor  in  each  year 
on  or  before  the  thirtieth  day  of  November  (that  is,  the  roll  for 
the  ensuing  year,  commencing  on  1st  January),  and  the  assessor 
has  to  make  a  declaration,  and  attach  it  to  the  roll,  of  its  com- 
plete accuracy,  according  to  the  forms  provided  in  the  act. 
The  lieutenant  governor  in  Council  is  empowered  to  extend 
the  time,  when  necessary,  for  completing  the  roll.  A  very 
valuable  provision  practice  has  recently  been  added  to  the 
act;  that  is,  to  permit  the  assessor  at  any  time  during  the  year 
to  make  a  supplementary  roll,  to  add  property  and  income 
which  may  have  been  omitted  from  the  principal  roll  and  to 
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correct  errors  which  may  have  been  discovered.  Notices  of 
assessment  are  issued  by  the  assessor,  and  the  right  of  appeal 
applies  to  the  principal  roll  as  well  as  to  the  supplementary  roll. 

Full  instructions  are  given  in  the  act  for  the  guidance  of  the 
assessors  as  to  the  method  of  assessing  land,  personal  property 
and  income.  Land  must  be  assessed  at  its  full  cash  value,  as 
also  personal  property,  and  income  must  be  the  actual  gross 
income  less  certain  usual  deductions  which  are  specified  in 
the  act. 

These  deductions  follow  the  practice  in  Great  Britain  and 
Australia. 

Courts  of  Revision 

The  lieutenant  governor  in  Council  appoints  from  time  to 
time  a  Court  of  Revision  and  Appeal  for  each  assessment  dis- 
trict. The  persons  appointed  being  either  prominent  busi- 
ness men  or  lawyers  in  the  district,  and  ample  powers  are  given 
in  the  act  to  the  court  for  hearing  and  determining  complaints 
and  appeals.  Due  notice  is  given  to  each  person  on  his  notice 
of  assessment  about  this  Court  of  Appeal,  and  the  date  of 
its  sittings  is  published  in  the  Official  Gazette  and  in  a  local 
newspaper. 

The  roll,  as  finally  passed  and  certified  to  by  the  court,  shall, 
except  in  so  far  as  the  same  may  be  further  amended  on  appeal 
to  the  full  court,  be  valid  and  bind  all  parties  concernetl,  not- 
withstanding any  defect,  error,  omission,  invalidity,  committed 
or  existing  in  or  with  regard  to  such  roll,  or  in  or  with  regard  to 
any  of  the  precedings  leading  up  to  the  preparation  of  the 
rolls. 

With  respect  to  supplementary  rolls  there  is  also  a  provision 
relating  to  supplementary  Court  of  Revision,  so  that  the  tax- 
payer in  all  cases  is  amply  protected  and  has  remedies  to  appeal 
against  supplementary  assessments. 

I  might  mention  here  that  through  insufficient  precautions 
in  times  past,  several  cases  have  been  discovered  where  land 
has  not  been  assessed  and  the  owner  has  been  charged  for  the 
years  omitted  in  one  item  on  the  supplementary  roll. 

At  first  sight  this  may  appear  a  drastic  procedure,  but  it 
ought  to  be  remembered  that  the  owner  of  real  property  ought 
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to  know  that  he  should  have  paid  taxes,  and  it  v/as  his  duty  to 
point  out  the  omission  to  the  assessor. 

There  is  a  personal  liabiUty  for  all  taxes  due  to  the  crown, 
and  taxes  may  be  recovered  from  the  owner  or  tenant  originally 
assessed  therefor.  I  mentioned  before  that  all  taxes  become 
deUnquent  at  31st  December  annually,  and  bear  interest  at 
6  per  cent  until  recovered. 

Taxes  may  be  recovered  by  distress  of  personalty  and  sale 
of  goods  or  by  action.  The  most  practical  remedy  for  pre- 
venting the  accumulation  of  arrears,  which  accumulation  ex- 
isted before  I  assumed  office,  was  the  introduction  of  the  present 
method,  to  have  an  annual  tax  sale  of  lands ;  and  in  cases  where 
no  sale  was  effected,  that  is,  where  the  actual  amount  due  for 
taxes  and  costs  was  not  bid,  then  the  property  becomes  abso- 
lutely forfeited  to  the  crown  at  the  expiration  of  twelve  months 
from  the  date  of  the  auction  sale. 

Lands  which  may  have  been  sold  at  the  tax  sale  are  redeem- 
able within  two  years  of  the  day  of  sale,  and  lands  which  are 
liable  to  forfeiture  may  be  redeemed  within  the  twelve  months 
from  the  day  of  sale,  that  is,  before  they  become  absolutely 
forfeited.  After  the  lands  are  forfeited  they  may  be  sold  to 
any  person  applying  for  them  upon  terms  and  conditions  fixed 
by  the  chief  commissioner  of  lands  and  works. 

The  act  itself  is  very  full  and  complete,  in  reference  to  all 
the  procedure  leading  up  to  and  at  the  auction  sale,  as  well  as 
in  reference  to  the  procedure  prior  to  and  at  forfeiture ;  and  the 
delinquent  taxpayers  have  ample  opportunity  to  protect  their 
interests.  Due  provision  is  made  for  publication  and  the  issu- 
ance of  notices,  and  the  rights  of  mortgagees  are  also  protected. 

Additional  powers  are  given  to  the  assessor  to  correct  clerical 
errors  in  the  roll  from  time  to  time,  either  before  or  after  revi- 
sion of  the  roll.  All  such  changes  are  reported  to  the  surveyor 
of  taxes,  and  he  gets  a  certified  copy  of  all  rolls  and  supplement- 
ary rolls. 

Where  a  person  is  delinquent  for  personal  property  or  in- 
come, such  arrears  may  be  added  to  the  arrears  due  on  his  land 
or  may  be  charged  against  his  land,  if  he  should  have  paid  his 
land  taxes,  and  may  be  recovered  by  the  sale  or  forfeiture  of  his 
lands.     Where  a  person  does  not  own  land  and  is  in  arrears  for 
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personal  property  or  income  tax,  such  arrears  may  be  recovered 
by  distress  or  by  action. 

Agents  and  trustees  for  any  person  permanently  or  tempo- 
rarily absent  from  the  Province  are  made  responsible  for  all 
taxes  due  by  their  principals  and  for  all  the  duties  and  obliga- 
tions under  the  act  which  the  person  for  whom  they  act  would 
be  responsible  if  present. 

The  surveyor  of  taxes  and  inspector  of  revenue  (which 
office  I  hold)  is  responsible  for  seeing  that  all  the  provisions  of 
the  act  are  carried  out  by  the  assessors,  collectors  and  tax- 
payers, and  he  prepares  all  rules,  regulations  and  forms  neces- 
sary for  that  purpose,  and  he  has  all  the  powers  conferred  upon 
assessors  under  the  act.  Certain  forms  printed  in  the  act  are 
statutory,  but  power  is  reserved  to  the  lieutenant  governor  in 
Council  to  give  effect  to  any  alterations  or  amendments  which 
may  be  necessary  from  time  to  time. 

The  above  is  a  brief  outline  of  the  provisions  of  the  Assess- 
ment Act,  but  before  it  can  be  thoroughly  understood,  reference 
will  have  to  be  made  to  the  act  itself  by  any  one  who  wishes 
further  information. 


Taxation  of  Railways 

There  is  a  special  act  under  which  railways  are  assessed  and 
taxed.     The  principal  provisions  are  as  follows: 

Annual  returns  have  to  be  made  by  each  railway  company 
to  the*  surveyor  of  taxes  on  or  before  the  fifteenth  day  of 
October,  showing: 

:  (1)  Under  what  act  the  railway  company  claims  exemption, 
upon  its  real  or  personal  property,  the  date  of  the  completion 
of  the  railway,  the  date  of  selection  of  the  lands  granted  to  the 
company  under  any  acts  of  the  Province  and  the  dates  of  the 
grants. 

(2)  The  total  number  of  miles  of  track  of  main  line  and 
branches,  including  sidings,  spurs  and  switches,  specifying  the 
mileage  claimed  to  be  exempt  (if  any)  and  the  mileage  within 
the  limits  of  any  municipality. 

Railway  companies  have  also  to  transmit  to  the  surveyor 
of  taxes  and  inspector  of  revenue  a  return  on  or  before  15th 
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January  in  each  year,  showing  all  lands  sold,  agreed  to  be 
sold,  preempted  or  leased  within  the  limits  of  the  land  grants 
held  by  the  company  under  any  statute  or  subsidy  act.  This 
return  to  be  for  the  three  months  preceding,  namely,  from 
1st  October  to  31st  December. 

On  or  before  the  fifteenth  day  of  October  a  similar  return 
for  the  nine  months  preceding,  namely,  from  1st  January  to 
30th  September. 

Penalty  for  failure  to  make  the  returns  $50  per  day.  The 
assessment  of  the  railway  is  as  follows :  The  land  occupied  and 
claimed  as  the  right  of  way,  and  the  railway  with  the  personal 
property  and  income  of  the  company  derived  from  the  rail- 
way, and  its  rolling  stock,  shall  be  assessed  and  taxed  as  a 
whole  as  real  property,  and  the  assessed  value  shall  be  at  the 
sum  of  $10,000  per  mile  and  fraction  thereof  of  the  track  of  the 
main  line  and  branches.  The  measurement  of  the  main  line 
and  branches  shall  not  include  sidings,  spurs  and  switches,  but 
all  sidings,  spurs  and  switches  shall  be  assessed  and  taxed  as 
real  property  at  the  sum  of  $3000  per  mile  or  fraction  thereof. 
The  rate  of  tax  is  1  per  cent  on  the  assessed  value.  The  lands 
of  the  company  under  any  subsidy  act  or  grant  are  subject  to 
the  Assessment  Act  as  to  value  and  rates  of  taxation. 

Buildings  on  the  right  of  way  used  for  other  than  railway 
purposes  to  be  taxed  under  the  Assessment  Act. 

Tax  on  Coal  and  Coke 

On  and  after  the  1st  July,  1908,  the  coal  tax  is  fixed  at  10 

cents  per  ton,  and  the  coke  tax  at  15  cents  per  ton. 

There  is  a  special  act  and  its  amendments  regulating  the 
assessment  and  taxation  of  coal  and  coke. 

In  addition  to  the  above-mentioned  taxes  the  Province  also 
collects  as  revenue  (or  poll  tax)  from  each  male  resident  over 
the  age  of  eighteen  years  the  sum  of  $3  annually. 

There  is  also  a  license  exacted  from  non-resident  commercial 
travelers  for  liquors  and  tobacco  of  $100  for  every  six 
months. 

There  is  also  a  special  act  relating  to  trade  and  other  licenses 
outside  the  municipal  boundaries  by  which  various  trades  and 
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occupations  therein  set  forth  have  to  pay  licenses  as  specified 
in  the  schedule  to  the  act. 

The  Province  has  also  a  Succession  Duty  Act  under  which 
probate  duties,  succession  and  inheritance  taxes  are  collected, 
but  it  does  not  apply  to  any  estate  the  value  of  which  does  not 
exceed  $5000  nor  to  the  property  passing  under  a  will,  intestacy 
or  otherwise,  to  and  for  the  use  of  the  father,  mother,  husband, 
wife,  child,  grandchild,  daughter-in-law  or  son-in-law  of  the 
deceased,  where  the  aggregate  value  of  the  property  does  not 
exceed  $25,000. 

Public  Schools 

All  public  schools  established  under  the  provisions  of  the 
Public  School  Act  are  free,  and  are  conducted  on  strictly  secular 
and  nonsectarian  principles.  The  highest  morality  is  incul- 
cated, and  no  religious  dogma  nor  creed  is  taught.  The  Lord's 
Prayer  may  be  used  in  opening  or  closing  school. 

The  Executive  Council  of  the  Province  is  constituted  a 
Council  of  Public  Instruction.  The  superintendent  of  educa- 
tion is  appointed  by  the  lieutenant  governor  in  Council,  and 
he  acts  as  secretary  of  the  Council  of  Public  Instruction. 

The  Council  of  Public  Instruction  appoints  inspectors, 
examiners  and  teachers. 

The  Province  is  divided  into  school  districts,  namely,  mu- 
nicipal school  districts,  including  cities,  towns  and  rural 
municipalities,  and  rural  school  districts  outside  the  limits 
of  incorporated  municipalities. 

Incorporated  cities  of  the  first  class  may  appoint  a  city  super- 
intendent. All  incorporated  municipalities  (including  cities 
and  rural  districts)  may  elect  boards  of  school  trustees  which 
manage  and  administer  the  schools  within  their  respective 
districts. 

Each  incorporated  city,  town  or  rural  municipality  has  power 
to  pass  by-laws  for  levying  a  special  rate  on  the  real  property 
within  the  municipality  of  not  more  than  five  mills  on  the  dollar 
for  school  purposes,  and  the  Council  may  apply  any  jiortion  of 
the  ordinary  revenue  of  the  municipality  for  school  purposes. 

The  cost  of  building,  rnaintuining  and  administ(  i  ini'  chools, 
outside  the  boundaries  of  municipttlitics,  is  borne  Uy  the  pro- 


TAXATION   IN   BRITISH  COLUMBIA  325 

vincial  government  out  of  the  consolidated  revenue  of  the 
Province. 

The  cost  of  such  for  the  fiscal  year  ended  30th  June,  1907, 
amounted  to  $409,690.37.  In  addition  to  this,  there  are  rural 
school  districts  established  in  the  territory  which  is  not  organ- 
ized into  municipalities,  which  are  managed  by  local  boards 
of  school  trustees,  subject  to  the  control  of  the  Council  of 
Public  Instruction.  These  rural  school  boards  are  elected 
by  the  ratepayers,  and  they  have  power  to  hold  property,  pur- 
chase or  rent  lands  or  buildings  and  borrow  money  for  school 
purposes,  and  to  vote  supplies  for  their  respective  districts,  and 
request  the  assessor  to  levy  the  amount  so  required  upon  the 
real  and  personal  property  of  the  residents  (and  non-residents 
owning  real  property)  in  the  district.  The  provincial  assessors 
and  collectors  fix  the  rate  of  levy,  and  collect  the  amounts  and 
hand  the  same  to  the  rural  school  boards.  These  school  rates 
in  rural  school  districts  form  no  part  of  the  consohdated  revenues 
of  the  Province.  The  assessment  and  collection  of  the  school 
rates  by  the  provincial  officers  is  merely  for  convenience  of  the 
rural  school  boards. 

The  object  of  this  paper  is  merely  to  give  a  brief  synopsis  of 
the  existing  laws  of  the  Province  of  British  Columbia  which 
affect  the  revenues  of  the  Province  from  direct  taxation  and 
licenses. 

No  taxation  law  has  been  or  ever  will  be  perfect.  It  seems 
impossible  so  to  frame  taxation  laws  that  the  incidence 
of  taxation  will  be  equal  on  all  taxpayers.  In  this  Province 
the  laws  are  carefully  administered,  and  the  officers  are  ap- 
pointed by  the  lieutenant  governor  in  Council  and  may  be  dis- 
missed at  any  time  for  cause.  Of  course,  we  meet  with  diffi- 
culties similar  to  the  difficulties  met  with  elsewhere,  namely,  in 
securing  properly  and  correctly  fiUed-up  returns  to  the  assessor 
of  personal  property  and  incomes,  from  individuals  or  cor- 
porations. Evasion  of  taxation  is,  however,  neither  general  nor 
flagrant.  Human  nature  here,  as  elsewhere,  is  apt  to  prevent 
a  full  disclosure  of  one's  personal  property  or  income  to  the 
assessor,  for  the  purposes  of  taxation,  and  the  systems  of  book- 
keeping are  sometimes  rather  mystifying  to  the  most  expert 
taxing  official.     As  a  general  rule,  however,  the  returns  are 
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fairly  correct,  and  when  omissions  are  discovered  they  are 
promptly  corrected.  The  taxation  of  personal  property,  both 
tangible  and  intangible,  is  not  the  most  satisfactory  subject  of 
taxation,  and  the  tendency  both  in  Canada  and  the  United 
States  is  to  do  away  with  it  and  to  find  a  satisfactory  substi- 
tute. Income  tax  seems  to  be  the  most  satisfactory  substi- 
tute, provided  proper  precautions  are  taken  to  insure  correct 
returns  of  income.  A  business  tax  has  been  substituted  in 
some  of  the  other  Provinces  of  the  Dominion. 

The  graduated  system  of  income  tax  adopted  by  this  Prov- 
ince is  producing  good  results  and  gives  general  satisfaction. 

The  assessor  has  the  right  to  collect  the  tax  which  yields  the 
greater  revenue;  that  is,  he  chooses  between  what  the  tax  is  on 
personal  property  (which  is  revenue  producing)  and  the  tax  on 
the  income  produced  therefrom.  Where  income  is  derived 
from  other  sources  than  personal  property,  such  income  is  tax- 
able, in  addition  to  the  tax  on  personal  property  from  which  no 
income  is  derived. 

I  have  added  in  the  appendix  a  few  statistics  to  show  the 
gradual  increase  in  the  assessed  values  of  property  and  the 
amounts  collectible  from  taxes  from  1900  to  1908. 


APPENDIX 

Statement  showing  assessed  values  and  taxes  collectible  in 
Province  of  British  Columbia  for  the  years  1900  to  1908. 


1900 


asskssed 
Value 


Tax 


Real  property  (f  of  1  %) $21,874,648 

Wild  land  (2i%) 2,646,701 

Personal  property  (i  of  1  %) 14,670,331 

Income  (various  rates) 1,821,165 


$41,012,845 

1901 

Real  property  (|  of  1  %) $21,992,273 

Wild  land  (2i  %) 2,943,923 

Personal  property  (i  of  1  %) 15,738,943 

Income  (other  than  insurance  co.)     .     .     .  2,008,462 

Income  (insurance  co.) 500,000 


$43,183,601 


1902 

Real  property  (f  of  1  %) $23,871,915 

Wild  land  (2^  %) 2,624,477 

Personal  property  (i  of  1  %) 17,670,494 

Income  (except  insurance  co.) 1,893,377 

Income  (insurance  co.) 500,000 


$46,560,263 


1903 

Real  property  (i  of  1  %) $24,769,119 

Wild  land  (2J  %) 2,580,677 

Personal  property  (^  of  1  %) 18,076,926 

Income  (except  insurance  CO.) 2,049,138 

Income  (insurance  co.) 511,985 


$47,987,845 


1904 

Real  property  (at  1  %) $31,809,577 

Wild  land  (at  5  %) 2,543,365 

Personal  property  (at  1  %) 21,899,129 

Income  (except  corporation) 2,493,892 

Income  (corporations) 3,410,615 


$62,156,578 


$131,247.90 
66,167.53 
73,351.67 
20,643.67 

$291,410.77 


$131,953.65 

73,358.07 

78,694.71 

32,323.06 

8,070.87 

$324,400.36 


$143,323.49 

65,612.32 

88,352.47 

29,753.33 

8,126.14 

$335,167.75 


$148,614.70 

64,516.92 

90,384.63 

30,930.62 

9,199.98 

$343,646.85 


$318,095.77 

127,168.25 

218,991.29 

50,710.00 

42,531.08 


$757,496.39 
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1905 


asesssed 
Value 


Tax 


Real  property  (at  1  %) $33,145,087 

Wild  land  (at  5  %) 2,445,717 

Personal  property  (at  1  %) 21,987,973 

Income  (except  corporation) 2,086,369 

Income  (corporations) 3,470,814 

$63,135,960 

1906 

Real  property $36,019,107 

Wild  land  (4%) 1,836,393 

Coal  land.  Class  "A"  (at  1  %)      ....  143,940 

Coal  land,  Class  "B"  (at  2%)      ....  1,001,931 

Timber  land  (2  %) 1,907,546 

Personal  property  (at  |  of  1  %)    .     .     .     .  21,922,693 

Income  (except  corporation) 2,424,393 

Income  (corporations) 4,712,424 

$69,968,427 

1907 

Real  property  (|  of  1  %) $39,742,593 

Wild  land  (4%) 2,288,416 

Coal  land,  Class  "A"  (1  %) 246,300 

Coal  land,  Class  "B"  (2%) 1,076,800 

Timber  land  (at  2  %) 2,316,298 

Personal  property  (at  f  of  1  %)    .     .     .     .  23,053,440 

Income  (corporation) 5,334,379 

Income  (other  than  corporation)      .     .     .  3,127,187 

$77,185,413 

1908 

Real  property  (J  of  1  %) $45,045,831.00 

Wild  land  (4%)      .     .     .     .     7     .     .     .  3,463,170.00 

Coal  land,  Class  "A"  (1%) 1,517,857.00 

Coal  land,  Class  "B"  (2%) 163,472.50 

Timber  land  (2  %) 4,041,121.35 

Personal  property  (f  of  1  %)      ....  25,160,071.00 

Income  (other  than  corporation)   .     .     .  4,157,712.89 

Income  (corporation) 6,100,000.00 


$89,649,235.74 


$331,450.87 

122,278.95 

219,879.73 

35,689.12 

39,039.01 

$748,337.68 

$336,503.58 
73,450.4] 
1,439.40 
20,038.02 
38,150.93 
146,163.39 
53,047.25 
45,686.55 

$714,486.13 

$235,470.44 
91,098.34 
2,463.00 
21,536.00 
46,325.97 
138,323.07 
52,760.25 
71,537.88 

$659,514.95 

$301,685.38 

138,526.83 

15,178.57 

3,629.45 

80,822.44 

153,118.45 

100,412.21 

63,000.00 

$856,373.33 


The  taxes  given  above  were  subject  to  a  discount  of  10  per 
cent  if  paid  before  30th  June  annually. 

Previous  to  1906  "wild  land"  included  coal  land  and  timber 
land. 

The  above  does  not  include  the  tax  on  minerals.  For  full 
particulars  of  revenue  of  the  Province,  application  may  bn  made 
for  a  copy  of  the  Public  Accounts  to  the  King's  Printer,  Victoria. 


DISCUSSION   AND  CRITICISM  329 


The  Chairman  :   Discussion  of  the  papers  is  now  in  order. 

Mr.  James  M.  Brown  (Ohio) :  I  would  hke  to  ask  Mr.  Forman 
what  he  does  with  the  farmers  under  the  Business  Assessment 
Law? 

Mr.  Forman  (Ontario) :  We  have  nothing  to  do  with  the 
farmers. 

Mr.  Brown  (Ohio) :   Is  your  law  restricted  to  Toronto  ? 

Mr.  Forman  (Ontario) :  No,  but  I  don't  profess  to  know 
much  about  the  working  of  the  law  outside  Toronto. 

Mr.  Brown  (Ohio) :  Do  you  take  the  assessed  value  for  gen- 
eral purposes  ? 

Mr.  Forman  (Ontario) :  For  business  assessment  ?     Yes,  sir. 

Mr.  Brown  (Ohio) :  So  that  if  a  man  wants  to  rent  a  place 
that  is  already  taxed,  he  simply  goes  to  the  duplicate  and  figures 
up  his  own  taxes  ? 

Mr.  Forman  (Ontario) :   Yes. 

Chairman  Matheson:  It  figures  on  a  different  basis.  The 
retailer  pays  a  different  rate. 

Mr.  Brown  (Ohio) :  I  want  to  know  if  you  have  had  any 
letters  from  any  merchants  objecting  to  this? 

Mr.  Forman  (Ontario) :  No,  sir,  not  one.  They  Uke  it  graded. 
They  want  it  graded  a  little  nicer  than  this.  They  are  quite 
satisfied  with  the  system.  No  doubt  changes  will  have  to  be 
made  in  the  near  future.  It  will  take  some  years  to  find  out 
where  we  are  in  regard  to  any  Assessment  Act. 

Professor  Seligman  (New  York) :  The  papers  we  have  heard 
to-night  are  exceedingly  interesting  from  two  points  of  view.  In 
the  first  place  they  teach  us  that  a  great  deal  that  we  have 
always  thought  was  impossible  of  application  in  the  States  is 
actually  being  carried  on  over  the  Border.  In  the  second  place, 
they  are  rudely  shaking  some  of  our  cherished  convictions. 
Now,  the  three  points  on  which  I  want  a  little  light  are  these : 
First  we  notice  all  through  these  newer  Canadian  Provinces 
two  decided  tendencies  as  I  can  make  out  from  the  papers 
to-night.     The  one  is  a  tendency  to  weaken  or  abolish  the  per- 
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sonal  property  tax,  and  the  other  to  substitute  for  it  a  business 
tax  or  to  supplement  it  with  the  income  tax.  What  I  looked 
for  to-night,  and  what  possibly  the  speakers  were  unable  to 
give  for  lack  of  time,  was  an  explanation  of  how  this  system 
works.  Does  it  popularly  give  satisfaction?  Does  it  give 
satisfaction  especially  in  those  towns  where  previously  personal 
property  was  assessed? 

The  second  question  is  the  one  which  is  arousing  so  much 
attention  in  Australia  and  Great  Britain,  namely,  the  exemption 
of  improvements  from  the  tax  on  real  estate.  We  all  know,  of 
course,  of  the  recent  blue  book  a  year  or  two  ago  in  Great 
Britain,  where  an  attempt  was  made  to  work  out  the  results  of 
this  exemption  on  improvements  in  the  case  of  some  of  the 
towns  in  New  Zealand  and  the  Australian  Provinces  where 
it  was  employed;  and  we  all  know  of  the  great  diversity  of 
opinion  there  —  some  declaring  that  it  was  a  good  thing,  and 
not  a  few  important  ones  declaring  that  it  was  a  bad  thing. 
Now,  what  we  want  to  know,  in  the  States  at  all  events,  is  to 
what  extent  are  the  municipalities  which  have  been  referred  to 
to-night  availing  themselves  of  their  powers  to  exempt  improve- 
ments both  on  and  in  the  land  from  taxation?  And  what  has 
been  the  result,  comparatively  speaking,  as  compared  with  the 
situation  prior  to  the  introduction  of  this  system  ? 

And  then  finally  there  is  the  third  point.  We  have  heard  a 
good  deal  about  an  income  -tax  in  some  parts  of  the  Provinces, 
but  no  one  yet  has  told  us  how  the  income  tax  works;  as  to 
whether  the  income  tax  is  a  whit  more  successful  than  the  per- 
sonal property  tax  in  its  administration;  what  the  difficulties 
are  in  the  way  of  localizing  income;  what  the  revenue  is;  and 
where  the  inequalities  are,  if  there  be  any  such.  I  suggest  that 
when  these  gentlemen  come  to  work  out  their  papers  for  publi- 
cation, they  might  confer  an  inestimable  boon  not  alone  upon  the 
people  of  Canada  and  the  United  States,  but  upon  all  people  in 
all  parts  of  the  world  who  are  interested  in  these  vital  problems 
relating  to  taxation,  if  they  will  address  themselves  not  so  much 
to  the  law,  which  of  course  is  very  interesting  to  us,  as  to  the 
administration  of  the  law  and  the  practical  working  out  of 
those  provisions.     {"Hear,  hear!"  and  applause,) 

Controller  F.  8.  Spence  (Toronto):   In  anticipation  of  a 


DISCUSSION  AND  CRITICISM  331 

reply  to  Professor  Seligman  from  some  of  the  gentlemen  who 
read  the  papers,  I  wish  to  mention  one  or  two  matters  from 
personal  observation  of  the  working  out  of  these  methods  to 
which  the  gentleman  has  just  alluded  that  to  me  seem  to  be  in 
the  way  of  success.  I  am  only  going  to  refer  to  the  conditions 
in  the  Province  of  Ontario  and  will  largely  confine  my  atten- 
tion to  the  city  of  Toronto,  where  we  have  had  the  experience 
that  Mr.  Forman  has  so  fairly  set  out. 

We  had  the  personalty  tax  operating  in  the  Province  of 
Ontario  and  replaced  it  by  the  business  tax.  Roughly  speak- 
ing, we  have  three  classes  of  taxation  in  this  Province  —  realty 
or  land  and  buildings  attached,  personalty  or  movable,  and 
income  tax.  Now,  we  are  trying  to  tax  the  three.  The  realty 
does  not,  of  course,  offer  any  difficulty  that  has  not  been  men- 
tioned. The  personalty  ofifered  insuperable  difficulty  such  as 
you  all  realize,  and  which  does  not  need  to  be  recapitulated,  and 
we  try  in  this  Province  to  deal  with  that  part  by  the  business 
tax  method  referred  to  by  our  friend  from  Manitoba.  They 
are  trying  to  work  it  out  there  by  substituting  the  rental  valua- 
tion for  personalty,  and  levying  an  assessment  upon  the  rental 
value  of  certain  property  in  addition  to  the  assessment  upon  the 
realty. 

We  tried  that,  or  at  least  we  had  optional  legislation  in  this 
Province  in  regard  to  it,  and  the  Province  did  not  get  along  with 
it  and  abolished  it,  and  substituted  for  it  the  system  which  Mr. 
Forman  has  laid  before  you  in  detail;  that  is,  wiped  out  all 
assessment  of  personalty  and  substituted  for  it  the  working  out 
of  this  idea  —  a  realty  assessment  is  taken  as  a  basis,  and  to  the 
realty  assessment  we  add  a  varying  percentage  according  to  the 
kind  of  business  that  is  carried  on  in  the  premises  and  we  call 
it  a  business  assessment.  This  varies  from  25  per  cent  of  the 
assessment  in  some  kinds  of  business,  —  livery  stables  and  so 
on,  — up  to  150  per  cent  of  realty  assessment  in  the  case  of  dis- 
tilleries, and  we  add  this  business  assessment  to  the  realty  assess- 
ment and  levy  our  assessment  on  the  combined  valuation. 

That  is  what  Mr.  Forman  says  is  a  far  more  attractive  plan 
than  the  old  personalty  plan,  and  decidedly  it  is.  It  has  about 
it  a  definiteness  and  it  has  simplified  our  assessment  machinery 
very  largely.     But  it  is  open  to  serious  difficulties  that  I  want 
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to  specify  briefly  before  the  matter  is  further  criticised.  The 
objections  are  these:  First,  in  dealing  with  that  assessment  it 
is  too  unequal  and  too  unfair.  It  discriminates  between  one 
business  with  a  25  per  cent  business  tax  and  another  with  the 
150  per  cent  business  tax.  It  is  too  indefinite,  too  inconsistent, 
and  there  may  be  questions  with  regard  to  the  same  business, 
because  it  is  absolutely  wrong  to  assume  that  the  man  who  carries 
on  a  grocery  business  on  premises  that  are  assessed  for  S  10,000 
is  doing  half  the  grocery  business  that  is  done  by  the  man  who 
is  carrying  on  a  grocery  business  on  premises  that  are  assessed 
at  $20,000. 

That  inconsistency  is  found  by  the  assessors,  and  they  strive 
to  get  over  it  when  they  go  around  making  their  assessments, 
by  working  out  a  very  mischievous  principle,  which  is  to  modify 
the  realty  valuation  for  the  purpose  of  getting  a  fair  assessment 
upon  the  whole  combination.  Now,  those  are  two  difficulties, 
and  the  third  is  this,  that  it  is  more  difficult  to  follow  a 
business  assessment  than  it  is  to  follow  a  personalty  assessment. 
Movables  exist;  business  is  entirely  intangible;  and  when  a 
man  who  occupies  premises  and  has  a  business  tax  there  moves 
away,  you  can  compute  your  realty  tax  on  the  premises  that  are 
left,  but  you  cannot  follow  the  business  that  does  not  exist, 
and  the  man  that  was  carrying  it  on  is  away. 

We  are  driven,  as  Professor  Seligman  indicated  a  little  while 
ago,  towards  the  absolute  wiping  out  of  the  personalty  tax. 
I  think  Mr.  Forman  indicated  that  in  his  paper,  and  I  think 
the  change  from  the  original  personalty  tax  to  the  business  tax 
as  a  substitute  added  to  the  realty  is  simply  a  step  in  the  progress 
to  the  wiping  out  of  the  whole  of  it,  and  confining  ourselves 
to  the  realty  altogether.     {"Hear,  hear/"  and  applause.) 

Just  a  word  in  regard  to  the  income  tax.  We  have  an  income 
tax,  and  the  income  tax  added  to  the  realty  tax  is  what  we  are 
tending  to,  and  we  are  likely  to  develop,  I  think,  in  the  Province 
of  Ontario  on  that  line.  But  our  income  tax  is  an  absurdity 
from  top  to  bottom,  for  this  reason  —  that  we  tax  our  realty 
upon  the  investment  and  we  tax  our  income  upon  the  profit 
or  the  interest.  That  is,  instead  of  doing  as  they  do  in  the  old 
country  and  places  where  income  taxes  are  worked  out  —  hav- 
ing a  tax  upon  property  and  then  having  a  specific  tax  for 
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income  dependent  of  that,  we  value  the  income  and  we  levy 
upon  the  income  the  same  tax  rate  as  we  levy  upon  the  realty. 
Now,  a  man  puts  $10,000  into  a  piece  of  land,  and  we  go  and 
tax  the  $10,000.  If  he  puts  $10,000  into  bank  stock  by  which 
he  gets  a  dividend  of  5  per  cent,  we  tax  the  5  per  cent  only,  and 
we  don't  get  an  equitable  system  of  taxation  at  all,  and  we  never 
will  as  long  as  we  bunch  our  income  and  our  realty  together 
and  put  a  similar  tax  rate  upon  both  of  them. 

In  the  Province  of  Ontario,  our  position  is  simpUfied  from 
what  it  is  in  most  of  the  States  because  we  have  no  such  thing 
as  a  State  tax  at  all;  we  have  simply  a  municipal  tax.  The 
State  revenues  are  provided  in  other  ways  that  it  is  not  needful 
to  take  your  time  to  explain  now,  and  the  municipality  not 
only  collects  all  the  tax  rates  in  Toronto  for  every  purpose,  — 
county  purposes  and  everything  else,  —  but  we  have  simply  one 
rate,  and  the  tendency  is  to  have  that  one  rate  confined  to  a 
tax  on  realty  and  income,  and  I  hope  that  by  and  by  we  will 
get  wise  enough  to  differentiate  and  concentrate  upon  one  of 
the  two  objects  of  taxation.     (Applause.) 

Mr.  J.  W.  Harris,  Assessment  Commissioner  of  Winnipeg, 
Manitoba,  was  invited  to  address  the  Conference  and  spoke  as 
follows : 

We  disposed  entirely  of  the  personal  property  assessment  in 
the  year  1893,  and  substituted  what  is  known  as  the  business 
tax  in  place  of  personal  property  assessment.  With  the  plain 
business  tax  we  mixed  in  a  feature  that  almost  changed  it  into 
another  system  of  space  measurement.  That  feature  was 
entirely  new  to  ourselves;  we  had  never  heard  of  it  before,  but 
we  worked  it  in  and  it  served  a  very  good  purpose  for  fourteen 
or  fifteen  years,  from  1893  up  till  1906.  Then  some  of  us 
imagined  that  we  had  outgrown  the  usefulness  and  propriety 
of  having  the  space  measurement.  That  feature  was  intro- 
duced to  do  service  as  an  expedient  for  five  years,  or  ten  at 
most.  We  presumed  the  city  would  outgrow  the  necessity  of 
having  that  feature. 

The  measurement  was  introduced  with  this  object.  There 
was  a  contention  between  the  wholesalers  and  retail  merchants, 
and  the  wholesale  merchants  were  quite  ready  to  give  way  to 
the  retail  merchants  and  pay  more  in  proportion  to  their  rental 
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than  the  retailers,  so  that  the  space  measurement  was  arranged 
in  such  a  way  by  the  square  foot  that  it  produced  relatively  a 
much  larger  revenue  from  the  wholesalers  than  from  the 
retailers. 

There  were  many  other  features.  There  were  about  six 
different  solutions  of  our  business  tax.  Hotels  paid  only  on 
their  barroom  space,  five  cents  a  square  foot;  that  was  one 
of  the  business  taxes.  In  February  of  1906 1  succeeded  in  having 
the  law  changed  to  a  plain,  simple  business  tax  assessment  on 
the  basis  of  8^  per  cent  tax  of  the  rental  on  all  lines  of  business, 
serving  every  Une  of  business  aUke  —  no  class  distinction.  I 
recommended  strongly  that  the  wholesalers,  who  were  probably 
better  able  to  pay  more  in  proportion  to  their  rent  than  retailers, 
should  have  a  license  applied  to  them. 

I  advocated  that  in  1906,  and  it  probably  would  have  re- 
mained only  for  one  or  two  little  features.  The  hotel  men  were 
brought  in,  contrary  to  my  suggestion,  all  together ;  I  thought 
they  should  pay  more  for  the  bar,  but  to  apply  it  to  the  whole 
of  the  hotel  did  seem  to  me  a  little  unreasonable.  But  it  was 
made  in  that  way  when  the  law  came  into  force,  and  the  hotels 
had  to  pay  on  their  whole  rental  the  same  as  a  merchant.  The 
reason  why  I  don't  think  they  should  pay  on  the  whole  is  that 
our  hcense  is  very  high  —  $1000  on  the  smallest  hotel.  But 
that  being  the  law,  considerable  objection  was  raised,  and  in 
order  to  settle  the  question  we  were  sent  back  to  the  legislature, 
which  said,  "  You  tried  this  system  you  introduced  for  fourteen 
years,  and  you  heard  no  complaint  worth  speaking  about;  so 
just  have  it  another  year  and  we  will  give  you  a  Tax  Commis- 
Bion."  Judge  Phippen  is  Chairman  of  it  and  two  other  repre- 
sentatives, and  they  have  had  several  meetings  and  have  devoted 
considerable  attention  to  the  subject,  and  I  expect  will  evolve 
something  creditable  in  the  way  of  a  business  tax.  There  is 
no  intention,  I  think,  to  do  away  with  the  business  tax  alto- 
gether, nor  do  I  think  it  would  be  right  or  proper.  In  a  new 
and  growing  place  like  Winnipeg  I  think  the  business  tax  is 
equitable  if  fairly  administered. 

We  have  no  inrome  tax,  nor  is  there  any  inclination  to  intro- 
duce it.  It  probably  would  not  be  of  as  much  importance  to 
introduce  a  feature  of  that  kind  into  the  assessment  as  it  would 
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be  in  larger  centers.  I  can  imagine  how,  in  places  as  large  as 
Toronto  or  larger  cities,  the  income  tax  would  be  a  very  produc- 
tive source  of  revenue  and  a  very  equitable  means  of  raising  a 
revenue,  but  I  do  not  think  our  city,  although  growing,  is  suffi- 
ciently important  as  a  business  center.  At  present  there  is  no 
inclination  to  introduce  the  income  tax.  The  tax  that  we  have 
on  business  serves,  and  we  have  only  this,  with  the  addition  of 
licenses.  These  are  the  two  main  features  —  real  estate  assess- 
ment and  business  tax. 

We  have  hcenses  under  by-laws  that  can  be  easily  extended, 
and  which  serve  a  very  good  purpose  in  applying  a  tax  to  those 
who  are  not  already  taxed  under  the  business  tax.  It  has  this 
very  important  feature,  as  you  will  notice,  that  the  license 
commission  or  superintendent  has  three  hundred  days  in  a 
year  in  which  to  look  up  his  business,  whereas  an  assessor  has 
only  one  day  out  of  the  three  hundred ;  that  is,  the  assessment 
is  made  one  day,  and  that  is  for  the  year;  it  is  written  up  and 
cannot  be  changed  except  by  the  Court  of  Revision,  and  very 
few  changes  are  made  with  us  by  that  court.  In  fact,  although 
people  could  go  and  get  changes  made  —  changes  of  business 
and  so  on  —  they  seem  to  let  it  go  without  attention ;  conse- 
quently I  say  that  a  license  which  can  be  operated  and  appUed 
during  the  whole  of  the  year  serves  in  many  cases,  and  could  be 
extended  much  further  than  it  is  usually  with  us.  For  instance, 
billiards,  bowling  alleys,  circuses  and  all  lines  of  businesses 
that  are  only  temporary  we  regulate  with  a  license. 

Mr.  Purdy  (New  York) :  It  occurs  to  me  to  ask  a  question  in 
regard  to  the  practice  in  the  Province  of  Alberta  in  deaUng  in 
the  country  districts  with  the  land  by  map  numbers  rather 
than  by  the  owners'  names,  as  is  very  common  in  the  United 
States.  I  should  be  very  glad  if  Mr.  Perrie  would  tell  us  a  little 
more  about  the  practice  in  the  country  districts  of  Alberta. 

Mr.  Perrie  (Alberta) :  Our  system  is  to  keep  track  of  the 
assessment  by  description  of  the  land  according  to  its  registered 
plan.  In  the  country  districts  that  is  according  to  the  corner 
section  of  the  leading  subdivision,  or  if  smaller  subdivision,  then 
referring  to  the  registered  plan  by  number.  In  the  villages, 
towns,  etc.,  it  is  by  lot  and  block.  We  insist  that  all  assess- 
ments levied  under  the  supervision  of  the  government  be  made 
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according  to  the  description  of  the  land.  We  have  found  that 
no  other  system  would  be  workable.  The  land  is  changing  so 
much,  there  are  so  many  sales,  that  it  would  be  almost  impossible 
to  keep  an  accurate  record  in  any  other  way.  We  have  a  great 
many  inquiries  coming  in  from  outside  landowners  as  to  what 
their  taxes  are,  asking  for  a  tax  statement.  That  is  frequently 
asked  for  under  the  name  of  the  owner,  and  in  all  those  cases 
we  write  those  people  and  ask  them  for  a  description  of  their 
land.     We  could  not  undertake  to  do  it  in  any  other  way. 

As  to  the  assessment  of  land  without  regard  to  the  improve- 
ments thereon,  I  may  say  that  under  the  Village  Act,  for  instance, 
authority  is  granted  to  the  government  to  allow  any  village 
asking  for  the  privilege  to  make  its  assessment  according  to 
the  value  of  the  land  without  regard  to  the  improvements 
thereon.  This  privilege  is  applied  for  in  this  way.  The  council 
of  the  village  passes  a  resolution  asking  that  we  grant  that  au- 
thority. Then  this  resolution,  together  with  a  petition  signed 
by  two  thirds  of  the  ratepayers  of  the  village,  is  forwarded  to 
the  central  government,  and  on  the  strength  of  that  resolution 
and  petition  the  necessary  permission  is  given.  It  is  found  that 
many  of  the  villages  in  the  Province,  I  might  say  the  majority 
of  the  villages,  have  asked  for  that  authority,  and  in  no  case 
have  any  of  the  villages  which  have  been  granted  that  authority 
asked  that  it  be  withdrawn  -and  that  they  be  allowed  to  go  back 
to  the  system  of  assessing  the  improvements  on  the  land. 

One  reason  for  this  method  of  assessment,  probably  the 
principal  reason,  would  appear  to  be  the  fact  that  in  many  of 
the  villages,  also  the  towns  and  cities,  a  great  many  of  the  town 
lots  are  owned  by  non-resident  owners  holding  them  as  a  specu- 
lation, holding  them  until  the  improvements  carried  on  by  the 
municipality  or  by  the  other  landowners  have  raised  the  value 
of  property  so  that  they  may  sell  at  a  profit;  and  the  people 
are  of  the  opinion  that  non-resident  landowners  who  profit  by 
the  investment  of  others  and  by  the  improvements  carried  on 
by  the  government  and  the  municipality  should  pay  a  larger 
proportion  of  the  taxes  than  is  possible  if  the  assessment  is 
made  on  both  the  land  and  the  improvements  thereon.  This 
tystem  of  taxing  only  the  land  is  in  use,  as  I  said,  in  a  majority 
of  the  villages,  also  I  think  in  many  of  the  towns  and  cities  of 
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the  Province,  and  it  appears  to  be  giving  pretty  good  satisfac- 
tion. 

Mr.  Brown  (Ohio) :  What  do  you  mean  by  improvements 
on  land  ? 

Mr.  Perrie  (Alberta) :   Houses,  buildings  of  any  kind. 

Dr.  Chamberlain  (Ohio) :  Are  they  taxed  afterwards  sepa- 
rately ? 

Mr.  Perrie  (Alberta) :  No. 

Dr.  Chamberlain  (Ohio):    For  any  purpose? 

Mr.  Perrie  (Alberta) :  Not  for  any  purpose,  except  in  the 
cities  where  a  business  tax  is  levied. 

Mr.  George  Curtis,  Jr.  (Wisconsin) :  I  would  like  to  state 
for  Mr.  Perrie's  information,  and  for  others  who  are  inquiring 
as  to  the  system  of  listing  real  estate  for  assessment,  that  a 
description  of  each  parcel  assessed  obtains  at  least  in  some  of 
our  American  States.  In  my  own  State,  for  instance,  our  tax 
proceedings  in  respect  of  real  estate  assessment  are  in  the  nature 
of  a  proceeding  in  rem,  as  lawyers  would  say,  rather  than  pro- 
ceedings against  a  person. 

Mr.  Perrie  (Alberta) :   Throughout  all  country  districts  ? 

Mr.  Curtis  (Wisconsin) :  Through  all  districts.  The  law  is 
imperative;  it  requires  a  pertinent  description  of  the  land 
according  to  the  lot  or  block  in  the  city ;  or  section,  or  portion 
of  a  section  when  lands  are  more  difficult  to  describe.  The 
description  of  the  property  with  certainty  is  an  essential  feature 
of  the  assessment,  and  without  such  description  the  assessment 
would  be  lacking  in  legal  sufficiency. 

Mr.  Purdy  (New  York):  That  is  true  in  New  York  City. 
Is  the  name  of  the  owner  necessary? 

Mr.  Curtis  (Wisconsin) :  The  name  is  not  essential  under  the 
legal  features  of  our  system,  it  being  so  completely  a  system 
in  rem,  that  if  the  wrong  name  is  entered,  or  if  it  is  entered  as 
"  unknown "  —  which  is  presumably  where  the  assessor  does 
not  know  the  name  of  the  owner  —  the  proceeding  may  go 
ahead  just  the  same,  and  the  tax  will  be  charged  against  the 
land,  and  is  made  a  lien  in  preference  to  all  other  liens  upon  the 
land. 

Mr.  Pleydell  (New  Jersey)  :  May  I  ask  Mr.  Curtis, 
whether  in  making  up  the  assessment  roll  of  real  estate  the  land 


338  STATE  AND   LOCAL  TAXATION 

is  listed  geographically  according  to  its  divisions,  or  alphabetic- 
ally according  to  the  supposed  owner's  name,  as  most  Eastern 
States  do  in  the  country  districts? 

Mr.  Curtis  (Wisconsin) :  In  regular  order,  by  the  parcel, 
lot  and  block. 

Mr.  Pleydell  (New  Jersey) :  So  that  anybody  can  compare 
his  assessment  easily  with  the  next-door  assessment  on  the 
book? 

Mr.  Curtis  (Wisconsin) :  We  have  the  system  of  surveys  by 
townships  and  we  proceed  in  country  land  in  regular  order, 
taking  the  first  numbered  section  first,  and  so  on  through.  In 
cities  and  villages,  platted  land,  we  speak  of  that  in  regular 
order,  by  lots  and  blocks.  When  a  person  inquires  for  a  state- 
ment of  his  taxes  on  various  parcels  which  he  may  own,  he  simply 
sends  to  the  treasurer  a  fist  of  the  parcels  —  does  not  undertake 
to  indicate  under  what  name  it  is  assessed. 

Mr.  McKilligan  (British  Columbia) :  A  similar  system  pre- 
vails in  British  Columbia. 

Mr.  Hunt  (Manitoba) :  I  would  like  to  ask  if  you  send  out 
the  tax  notices  to  the  parties  assessed,  and  also  what  publicity 
is  given,  what  opportunity  the  party  assessed  has  of  gaining 
information  as  to  assessment  ? 

Mr.  Curtis  (Wisconsin) :  No  notices  are  sent  to  individual 
property  owners  in  our  system.  The  assessment  is  a  public 
record.  After  the  assessor's  work  is  completed,  and  while  it  is 
ready,  and  previous  to  the  sitting  of  what  we  call  the  Board  of 
Review  —  which  would  be  similar  to  your  Court  of  Revision  — 
a  public  notice  is  made  that  the  assessment  roll  is  in  the  hands 
of  the  clerk  of  the  taxing  district  and  that  it  is  open  to  public 
inspection.     That  is  as  far  as  we  go. 

Mr.  Hunt  (Manitoba) :  I  would  Hke  to  elicit  the  information 
as  to  what  the  custom  is  throughout  the  United  States  as  to 
sending  out  those  assessment  notices  and  also  as  to  what  time 
is  given  to  examine  the  assessment  roll  so  that  people  feeUng 
aggrieved  have  an  opportunity  of  making  complaint. 

Mr.  McKilligan  (British  Columbia) :  He  needn't  go  so  far 
sway  as  the  United  States;  he  can  come  to  British  Columbia. 
We  send  out  notices  to  every  legal  owner.  We  give  them  the 
separate  title.    The  Court  of  Revision  is  advertised.    Ample 
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time  is  given  them,  and  the  assessment  roll  is  always  open  to 
inspection  by  any  ratepayer  for  a  reasonable  time  in  business 
hours.  Every  opportunity  is  given  to  an  individual  owner  to 
ascertain  the  exact  amount  of  taxes,  and  the  assessment,  and 
his  neighbor's  taxes  as  well.  He  can  examine  the  roll  at  any 
time. 

Mr.  J.  J.  Thomas  (Utah) :  Some  eighteen  years  ago  in  Utah 
we  adopted  the  law  requiring  assessment  of  real  estate  to  be 
made  by  legal  subdivisions,  and  where  that  could  not  be  done, 
by  metes  and  bounds.  To  give  the  law  force  we  provided,  and 
in  fact  required,  our  county  commissioners  —  you  call  them 
selectmen  in  other  places,  and  sometimes  supervisors  —  to 
command  the  county  surveyor  to  prepare  maps,  or  plats  as 
we  call  them,  of  every  section  in  the  county,  showing  every 
piece  of  property,  and  describing  them,  with  the  name  of  the 
owner;  and  a  deed  of  every  piece  of  real  estate  in  Utah  can 
be  written  from  the  assessment  roll.  Further,  we  have  adopted 
the  card  system.  We  say  John  Jones  in  number  one,  and  you 
go  to  the  card  case  and  get  number  one  card,  and  the  descrip- 
tion of  John  Jones's  property  is  written  upon  that  card,  in  addi- 
tion to  the  map  or  plat,  and  the  assessor  uses  that  in  making  his 
assessment  roll. 

We  further  provide  that  after  the  assessment  roll  is  completed 
the  assessor  must  assess  each  section,  or  in  a  town  each  block, 
by  itself.  Our  blocks  are  mostly  666  feet  square.  He  must 
fill  that  up  with  the  number  of  feet,  and  see  that  he  has  all  the 
feet  in  that  block.  In  the  principal  business  square  of  one  town, 
lots  were  assessed  at  $600  per  front  foot,  and  10  feet  of  these 
lots  were  omitted  for  over  twenty  years  until  that  system  was 
adopted.  In  another  place  it  was  found  that  one  whole  section 
of  land  had  never  been  assessed.  In  another  town  a  man  who 
was  assessed  for  1230  acres  had  escaped  assessment  of  nearly 
900  acres  all  the  time  he  had  been  holding  the  land. 

We  further  provide  that  after  that  assessment  is  completed 
and  turned  over  to  the  treasurer  for  the  computing  of  the  tax, 
he  must  make  an  index  in  which  is  recorded  the  name  of  every 
man  who  is  upon  the  tax  roll,  and  the  number  of  his  assessment 
upon  the  assessment  roll ;  so  that  if  John  Jones  or  Tom  Thomas 
sends  a  request  to  the  country  treasurer  for  a  statement  of  his 
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taxes,  the  treasurer  goes  simply  to  the  index  and  he  has  all 
the  numbers  and  pieces  of  property  that  that  man  owns,  and 
he  knows  just  where  to  turn  to  it  to  give  him  the  amount  of 
taxes  he  owes.  We  further  provide  that  after  the  assessment 
is  completed  by  the  assessor  and  turned  over,  the  county  treas- 
urer must  mail  to  every  taxpayer,  to  his  last  known  address,  a 
statement  of  his  taxes  and  of  the  property  on  which  he  is  as- 
sessed, and  the  amount  of  his  assessment.  After  that  is  done  — 
and  this  notice  contains  the  information  that  upon  a  certain  date 
the  County  Board  of  Equalization  will  meet  and  hear  any 
complaint  he  has  to  make  of  the  assessment  made  against  him  — 
and  after  the  taxes  are  computed  and  levied,  notice  is  sent  to 
the  taxpayer,  to  his  last  known  address,  notifying  him  of  the 
amount  of  tax,  and  when  it  is  due  and  payable  and  when  it  is 
delinquent.  I  believe  we  have  as  complete  a  system,  so  far  as 
that  method  of  assessment  is  concerned,  as  has  been  found. 
It  has  been  in  use  in  Utah  for  upwards  of  eighteen  years. 


SIXTH  SESSION 

Thursday  Morning,  October  8,  1908 

CHAIRMAN,  MR.  GEORGE   E.  POMEROY,  OHIO 

Program 

1.  Taxation  of   Life    Assurance    Companies   in   Canada. 

T.  Bradshaw,  Managing  Director,  Imperial   Life   Assur- 
ance Company,  Toronto,  Ontario. 

2.  Taxation  of  Life  Insurance  in  the  United  States. 

Robert  Lynn  Cox,  General  Counsel  and  Manager,  Asso- 
ciation of  Life  Insurance  Presidents,  New  York,  N.Y. 

3.  Discussion. 

4.  Taxation  of  Mineral  Resources  in  Canada. 

Professor  Oscar  D.  Skelton,  Queen's  University,  King- 
ston, Ontario. 

5.  Taxation  of  Coal,  Oil  and  Gas. 

T.  C.  Townsend,  Chief  Clerk,  Department  of  Taxation, 
State  of  West  Virginia,  Charleston,  W.  Va. 

6.  Taxation  of  Mineral  Properties. 

Frank    L.    McVey,   Chairman    State    Tax    Commission, 
St.  Paul,  Minn. 

7.  Taxation  of  Mines  in  Utah  and  Nevada. 

J.  J.  Thomas,  Secretary  State   Board   of   Equalization, 
Salt  Lake  City,  Utah. 


341 


TAXATION   OF    LIFE    ASSURANCE    COMPANIES   IN 

CANADA 

By  T.  Bradshaw 

Managing  Director  Imperial  Life  Assurance  Company, 
Toronto,  Ont. 

Life  assurance  companies  in  Canada  pay  taxes  in  some 
form  or  other  to  the  Dominion  Government,  to  the  Provincial 
Governments,  and  to  certain  municipalities,  but  chiefly  to  the 
Provincial  Governments.  The  character  of  such  taxation  may 
be  briefly  stated: 

(a)  Dominion  Taxes.  —  These  are  for  part  of  the  expenses 
of  the  insurance  department,  which  maintains  a  supervision 
of  the  companies.  For  the  year  ended  March  31,  1906,  the 
last  year  for  which  official  figures  are  available,  the  total  ex- 
penses of  the  department  amounted  to  $18,045.  Of  this  amount 
the  life  companies  were  assessed  $10,448. 

(6)  Provincial  Taxes.  —  Ontario,  Manitoba,  Saskatchewan 
and  Alberta  impose  a  tax  of  1  per  cent  on  the  gross  premium 
income.  In  addition  to  such  tax,  each  company  has  to  pay  a 
license  fee,  in  Ontario,  of  $150.  British  Columbia  imposes  a 
tax  of  1  per  cent  on  the  gross  premium  income  and  on  the 
interest  derived  from  investments  in  the  Province.  Quebec 
imposes  a  tax  of  If  per  cent  on  the  gross  premium  income. 
Nova  Scotia,  New  Brunswick  and  Prince  Edward  Island  levy 
an  annual  tax  or  license  fee.  In  Nova  Scotia,  the  amount  varies 
with  the  capital  of  the  company ;  in  New  Brunswick,  it  is  $250 
and  a  tax  of  $2  for  each  agent;  in  Prince  Edward  Island, 
it  is  $225. 

(c)  Municipal  Taxes.  —  The  Revenue  Acts  of  Ontario, 
Manitoba,  Saskatchewan  and  Alberta  specifically  exempt 
the  companies  from  municipal  taxation.  Notwithstanding 
such  exemption,  certain  municipalities  in  the  Western  Provinces 
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claim  the  right  to  impose  license  fees  upon  agents  and  com- 
panies. 

Some  municipaUties  in  Quebec,  New  Brunswick,  Nova 
Scotia,  Prince  Edward  Island  and  British  Columbia  exact 
annual  license  fees. 

2.  Considering  the  subject  with  especial  reference  to  this 
Province  of  Ontario,  we  find  that  for  the  three  years,  1905, 
1906,  1907,  the  taxes  and  fees  imposed  upon  the  Ufe  companies 
amounted  to  no  less  than  $291,320.  I  trust  to  be  able  to  show 
conclusively  in  the  course  of  my  remarks  that  practically  any 
tax  imposed  upon  a  life  company  is  unwarrantable,  but  before 
doing  so  allow  me  to  point  out  how  unreasonably  high  the  rate 
of  taxation  in  respect  to  life  companies  is,  as  compared  with 
the  rates  of  other  corporations.  The  following  schedule  gives 
the  taxes  collected  by  the  Province  under  the  Supplementary 
Revenue  Act  for  the  same  three  years  1905,  1906,  and  1907: 

Taxes  Paid  to  the  Province  of  Ontario  for  the  Years 
1 905- 190&- 1907 

Life  Insurance  Companies $270,119.87 

Fire  Insurance  Companies 126,025.71 

Miscellaneous  Insurance  Companies 18,306.53 

Loan  Companies 74,646.90 

Banks 186,855.34 

Trust  Companies 20,475.00 

Street  Railways 26,113.03 

•Railways 958,942.79 

*  Gas  4  Electric  Light  Companies 28,442.54 

Parlor  Car  Companies         . 5,467.34 

Telephone  Companies 20,067.58 

Telegraph  Companies 3,901.72 

Express  Companies             15,175.00 

Natural  Gas  Companies 7,592.73 

Total  $1,762,132.08 

3.  It  must  not  be  overlooked  that  railways,  loan  compan- 
ies, banks,  fire  insurance  companies,  trust  companies,  street 
railways,  telegraph  and  telephone  companies  —  in  fact,  all 
the  companies  except  life  companies — are  conducted  with  the 
primary  object  of  profit  to  shareholders.  A  life  assurance 
company  is  conducted  primarily  for  the  benefit  of  its  policy 

•While  th«  fftvcniio  from  railway  companion,  In  the  throe  yearn,  amounted 
to  tO08,O42.7O,  the  Ontario  treasury  i>ai<l  in  railway  nulvtldien,  in  the  perlo<l, 
no  IcM  than  $306,682.04,  thua  reducing  their  net  contribution  to  $562,360.75. 
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holders,  inasmuch  as  either  the  whole  or  at  least  90  per  cent 
of  the  whole  of  its  surplus  earnings  belong,  by  charter,  to 
its  policy  holders.  Why  life  companies,  whose  operations  are 
admittedly  so  beneficial  to  the  Province,  should,  as  it  would 
appear,  be  especially  singled  out  and  discriminated  against  in 
the  matter  of  taxation,  is  very  difficult  to  understand.  On 
account  of  the  inconvenience  in  securing  the  returns,  the  figures 
for  this  Province  have  been  utilized  to  illustrate  the  unfairness 
of  a  tax  on  policy  holders'  premiums.  In  all  the  other  Provinces 
in  which  a  like  tax  is  imposed,  the  same  discrimination  and  in- 
justice will  be  apparent.  In  the  Province  of  Quebec,  the  rate 
of  taxation  is  no  less  than  If  per  cent  of  the  premium  income, 
and  where  there  is  added  to  this  the  other  taxes  imposed  on 
life  companies  in  that  Province,  the  total  tax  will  not  be  less 
than  2  per  cent,  i.e.  an  annual  addition  of  $2  on  each  $100 
of  premium  paid  by  the  poUcy-holder.  This  amount  comes 
directly  out  of  the  policy  holder's  pocket,  the  company  being 
simply  the  government's  agent  or  collector.  Surely  this  is  a 
condition  which  cannot  long  be  allowed  to  continue  by  any 
government,  even  pretending  to  have  the  welfare  of  its  people 
at  heart.  In  one  Province  —  British  Columbia  —  a  tax  has  been 
placed  upon  the  income  from  life  companies'  investments  in 
the  Province.  When  it  is  remembered  (a)  that  the  premium 
income  is  taxed  by  the  Province,  and  (&)  that  the  properties 
upon  which  the  companies  advance  their  moneys  (that  is,  the 
premiums)  by  way  of  mortgage  are  also  taxed,  the  placing  of 
a  tax  upon  (c)  the  interest  income  is  in  reality  nothing  less 
than  a  triple  tax.  No  surer  method  of  preventing  the  inflow 
of  capital  into  a  Province  could  have  been  invented  than  the 
imposing  of  a  tax  upon  the  interest  derived  from  moneys  invested 
in  the  Province.  Is  it  likely  that  the  life  companies  will  send 
their  moneys  there  when  they  are  so  severely  discriminated 
against  ? 

4.  Professor  Huebner,  just  a  year  ago,  in  his  able  presenta- 
tion on  the  taxation  of  life  assurance  companies  before  your 
Association,  made  the  following  statement:  "Owing  to  the 
widespread  ignorance  of  the  annual  level  premium  plan  of  life 
insurance,  the  utmost  confusion  exists  to-day  in  the  taxation 
of  life  insurance  companies  doing  business  in  the  United  States. 
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The  vast  accumulation  of  funds  by  the  companies  has  given  the 
impression  that  they  were  growing  enormously  wealthy;  and 
legislators,  failing  either  to  understand  the  nature  of  these  funds, 
or  appreciating  the  ease  with  which  such  funds  could  be  reached 
by  the  tax  collector,  began  to  impose  burdensome  taxes  on  the 
same."  Recognizing  the  truth  of  the  foregoing  reference,  it 
will  be  my  aim  to  try  to  elucidate  the  underlying  principle  of 
the  "annual  level  premium  plan  of  life  assurance,"  and  to 
show  the  necessity  for  the  accumulation  and  careful  husbanding 
of  the  funds  of  life  companies,  also  to  show  the  serious  injustice 
which  results  to  policy  holders  —  chiefly  the  heads  of  families 
who  are  making  sacrifices  for  the  protection  of  their  dependents 
—  by  the  imposition  of  a  tax  upon  their  premiums.  The  sub- 
ject is  one  of  which  the  importance  has  been  widely  recognized, 
and  I  wish  to  acknowledge  my  indebtedness  to  several  previous 
writings  upon  it  for  much  of  the  material  that  this  paper  con- 
tains. 

5.  Life  assurance  has  been  briefly,  but  accurately,  stated 
to  be  a  system  whereby  a  loss  which  has  been  sustained  is 
lifted  from  the  one  upon  whom  it  has  fallen,  and  so  spread  over 
a  large  number  that  the  sufferer  is  relieved  from  its  burden ;  and 
the  loss  so  distributed  as  to  be  but  slightly  felt  by  the  large 
number  of  individuals  who  share  it.  The  removal  by  death  of 
the  head  and  supporter  of  the  family  is  not  only  a  great  bereave- 
ment, but  it  is  a  pecuniary  loss.  He  supported,  educated  and 
cared  for  the  family,  and  when  he  passed  away  the  loss  to  the 
family  was  the  same  as  though  it  has  lost  valuable  income- 
producing  property.  Life  assurance,  by  means  of  mutual 
cooperation,  aims  at  relieving  to  some  extent  such  losses. 
Now  the  general  principle  underlying  taxation  demands  that 
revenue  should  be  derived  from  the  profits,  from  the  accumula- 
tions and  from  the  wealth  of  the  people,  but  that  no  exaction 
whatever  should  be  levied  on  their  losses,  their  misfortunes  or 
their  disasters;  consequently  it  is  submitted  that  life  assurance 
premiums  do  not  form  a  proper  subject  for  taxation. 

6.  There  are  many  plans  of  life  assurance,  but  they  all  par- 
take more  or  less  of  the  same  characteristics,  and  aim  to  accom- 
pliah  the  same  object,  viz.  the  removal  of  the  loss,  with  its 
crushing  effect,  from  the  individual,  and  its  distribution  over  a 
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large  number  of  persons.  Take,  for  example,  1000  men  who 
mutually  agree  that  in  the  event  of  the  death  of  any  one  of  their 
number  the  remaining  ones  will  contribute  to  the  support  of 
the  family  of  the  deceased  the  sum  of  $1000.  There  is  surely 
no  basis  for  the  imposition  of  a  tax  upon  the  individuals  who 
contribute  a  little  over  $1.00  each,  nor  yet  upon  the  family  who 
would  receive  the  $1000  under  such  an  arrangement.  Such  an  act 
would  be  adding  loss  to  loss  —  it  would  be  levying  a  tax  upon 
a  loss;  the  Province  would  be  deriving  a  revenue  from  the 
losses  of  the  people.  This  arrangement  for  the  payment  of 
$1000  by  the  survivors  on  the  death  of  each  remaining  mem- 
ber might  be  continued  until  only  one  remained,  at  which 
time  the  family  of  the  member  just  deceased  would  have  $1000 
paid  by  the  sole  survivor.  When  the  survivor,  however,  passed 
away,  under  such  a  scheme  there  would  be  no  one  to  contribute 
to  the  support  of  his  family.  Or  this  scheme  might  be  varied 
so  that  instead  of  the  survivors  paying  $1000  on  the  death  of 
each  member,  each  survivor  would  be  assessed  $1.  The  re- 
sult of  this  would  be  that  the  family  of  the  member  who  should 
die  first  would  receive  $999 ;  that  of  the  member  dying  second, 
$998,  and  so  on,  the  amount  payable  decreasing  until  that  of  the 
member  dying  last  would  receive  nothing.  Neither,  under  this 
form,  would  any  one  agree  that  a  tax  should  be  levied  on  the 
contribution  of  the  assisting  members,  nor  yet  upon  the  amount 
paid  to  the  bereaved  family.  But  a  moment's  consideration 
stamps  both  of  these  plans  as  unworkable  and  impracticable. 
In  the  one  case,  the  payments  to  be  made  by  the  surviving 
members  would  become  so  large  as  to  be  prohibitive,  while  in 
the  other  the  benefits  to  the  family  would  constantly  decrease, 
and  ultimately  vanish. 

7.  The  problem,  therefore,  to  be  solved,  was  to  devise  a  prac- 
tical, popular  and  permanent  plan  whereby  the  laudable  object 
of  removing  the  loss,  with  its  crushing  effect,  from  the  individ- 
ual, and  of  distributing  it  over  a  large  number,  would  be  attained. 
Mathematicians  expended  much  thought  and  great  labor  on 
the  problem.  A  number  of  investigations  have  been  made  into 
the  mortality  prevailing  amongst  the  general  population,  and 
among  assured  lives,  with  the  result  that  the  chance  of  death, 
at  any  age,  for  men  of  average  health  is  a  determinable  quantity. 
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It  is,  of  course,  impossible  to  say  when  a  particular  individual 
is  likely  to  die,  yet  if  a  considerable  number  of  persons  be  under 
consideration,  it  can  be  foretold  with  great  accuracy  the  num- 
ber who  will  die  in  the  first,  second,  third,  etc.,  years,  until  all 
have  passed  away.  This  regularity  provides  the  scientific  basis 
on  which  hfe  assurance  calculations  are  made. 

8.  The  following  extract  taken  from  the  Healthy  Males  Table 
of  Mortality  of  the  Institute  of  Actuaries  of  Great  Britain,  and 
which  is  the  official  table  of  the  Dominion  Insurance  Depart- 
ment for  Ufe  assurance  purposes,  will  show  the  annual  rate  of 
mortality  according  to  age: 


AOE 

Number 

NCMBEB 

Annual  Rate  of 

Annual  Rate  per 

Living 

Dtinq 

Mortality 

1000 

20 

96,223 

609 

.006329 

6.33 

21 

95,614 

643 

.006725 

6.73 

22 

94,971 

650 

.006844 

6.84 

23 

94,321 

638 

.006764 

6.76 

24 

93,683 

622 

.006639 

6.64 

25 

93,061 

617 

.006630 

6.63 

30 

89,865 

694 

.007723 

7.72 

35 

86,281 

757 

.008774 

8.77 

40 

82,284 

848 

.010306 

10.31 

45 

77,919 

950 

.012192 

12.19 

60 

72,726 

1,160 

.015950 

15.95 

55 

66,513 

1,399 

.021033 

21.03 

60 

58,866 

1,747 

.029678 

29.68 

65 

49,297 

2,141 

.043431 

43.43 

70 

38,124 

2,37J 

.062192 

62.19 

75 

25,691 

2,527 

.098361 

98.36 

80 

13,930 

2,015 

.144652 

144.65 

85 

5,422 

1,138 

.209885 

209.89 

90 

1,460 

408 

.279452 

279.45 

95 

135 

86 

.637036 

637.04 

97 

9 

9 

1.000000 

1000.00 

From  age  20  to  25,  inclusive,  the  annual  rate  of  mortality 
is  given  for  each  year  of  age.  As  the  complete  table  would 
occupy  considerable  space,  I  have,  after  age  25,  given  the 
figures  for  only  each  fifth  year  of  age.  The  "annual  rate  of 
mortality"  is  found  by  dividing  the  "number  dying"  by  the 
"  number  living."  This  "  annual  rate  of  mortality,"  it  will  be 
observed,  increases  according  as  the  age  increases.  In  the  last 
column,  there  is  given  the  "annual  rate  of  mortality  i)er  1000." 
The  object  in  setting  this  column  down  is  to  indicate  the  yearly 
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increasing  cost  of  an  assurance  of  $1000.  Taking  age  20  as  an 
example,  we  see  that  out  of  every  1000  persons  living  at  age 
20,  on  the  average,  6.33  will  die  during  the  year,  and  assum- 
ing that  $1000  will  then  be  payable  in  each  case,  the  total 
amount  payable  to  families  of  deceased  members  for  that  year 
will  be  $6330.  As  each  member  is  bound  to  contribute  his 
proper  share  at  the  beginning  of  the  year,  we  see  that  the  amount 
that  each  of  the  1000  entrants  should  pay  for  that  year  will  be 
$6330  -!-  1000,  or  $6.33.»  In  a  similar  way,  we  find  that  when 
the  assured  reaches  age  21,  the  cost  for  that  year  will  be  $6.73; 
at  age  40,  the  cost  for  that  year  will  be  $10.31 ;  at  age  60,  the 
cost  for  that  year  will  be  $29.68;  at  age  75,  the  cost  for  that 
year  will  be  $98.36;  at  age  95,  the  cost  for  that  year  will  be 
$637.04.  The  amount  set  opposite  each  year  of  age  is,  in  theory, 
just  sufficient  to  meet  the  average  cost  of  an  assurance  of  $1000 
for  the  single  current  year,  so  that  a  young  man  age  20  insuring 
on  such  a  system  would,  for  an  assurance  of  $1000,  pay,  the  first 
year,  a  premium  of  $6.33,  but  each  year  as  his  age  increased  his 
premium  would  also  increase  as  indicated. 

9.  In  the  early  years  the  premiums  are  light,  but  as  age  in- 
creases they  become  more  burdensome.  In  theory,  assurance 
could  be  conducted  on  such  a  principle,  but  in  practice  it  has 
been  found  most  unsatisfactory.  When  the  premiums  begin 
to  increase,  year  by  year,  the  assured  become  dissatisfied;  the 
healthy  members  withdraw;  the  unhealthy  remain,  and  as  a 
result  of  the  increased  death  rate  the  losses  of  the  company  are 
made  heavier.  "The  withdrawal  of  members  and  the  in- 
creasing death  rate,  therefore,  interact  on  each  other.  The 
increased  death  rate  causes  the  withdrawal  of  members,  and 
the  withdrawal  of  members  causes  a  still  further  increased 
death  rate,  so  that  the  effect  is  cumulative." 

10.  To  overcome  the  foregoing  defect,  caused  by  the  yearly 
premiums  being  increased  to  correspond  with  the  yearly  increase 
in  the  cost  of  assurance,  the  level  annual  premium  system,  by 
which  an  average  level  annual  premium  is  payable  throughout 
life,  was  instituted,  and  practically  all  assurance  issued  by  life 

'  As  in  theory  premiums  are  payable  in  advance  and  death  losses  are  paid  at 
the  end  of  the  year,  these  amounts  should  be  discounted  by  one  year's  interest. 
Expenses  have  been  eliminated. 
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companies  is  on  this  system  or  some  modification  of  it.  Now 
it  will  be  apparent  that  such  a  level  annual  premium  will  be 
larger  in  the  early  years  than  is  immediately  necessary  for  meet- 
ing the  actual  death  losses  of  those  years,  but  it  will  also  be 
found  that  in  the  later  years  of  the  policy  it  will  be  insufficient 
to  meet  the  death  losses  then  occurring.  Actuaries  having 
scientifically  and  accurately  determined  the  mathematical  an- 
nual level  premium  equivalent  to  the  annual  increasing  costs 
of  assurance,  and  all  life  assurance  premiums,  regardless  of 
the  form  of  the  benefit  guaranteed,  being  scientifically  deduced 
from  the  mortality  table,  with  the  underlying  feature  that  they 
will  be  adequate  for  the  benefit  guaranteed,  it  will  be  apparent 
that  every  time  an  annual  premium  is  paid  by  a  member  it  is 
paid  simply  to  meet  a  loss  already  sustained  or  to  be  sustained. 
If,  therefore,  it  is  wrong  to  impose  a  tax  upon  those  who  vol- 
untarily and  mutually  contribute  say  $1  each  for  the  payment 
of  a  $1000  loss,  it  is  equally  wrong  to  impose  a  tax  upon  the 
level  annual  payments  of  members  of  life  companies,  every 
dollar  of  whose  contributions  is  necessary  in  order  to  pay  the 
amounts  assured  as  the  lives  fall  in.  In  either  case,  there  is  a 
loss  and  a  loss  only;  in  either  case,  the  contribution  is  made 
for  the  sole  purpose  of  distributing  the  loss,  and  consequently 
the  imposition  of  a  tax  upon  a  loss,  or  upon  a  fund  gathered  for 
the  sole  purpose  of  meeting  a"  loss,  is  unfair. 

11.  The  over-payments  in  the  early  years  under  the  "level 
annual  premium  "  system  of  life  assurance,  which  system  may 
be  said  to  be  now  universally  practiced,  must  be  carefully  hus- 
banded and  accumulated  at  interest  to  provide  the  sum  assured 
when  the  "level  annual  premium"  will  of  itself  be  insufficient 
to  meet  the  risk.  The  over-payments  of  the  early  years,  and 
their  interest  accumulations,  are  termed  the  "  reserve  fund." 
In  order  to  make  this  matter  perfectly  clear,  I  have  set  forth  in 
the  accompanying  schedule  the  complete  workings  of  a  life 
assurance  fund : 
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12.  Some  explanations  of  the  foregoing  schedule  will  be  help- 
ful to  its  better  understanding. 

(1)  It  has  been  assumed  that  86,281  (this  number  has  been 
taken  to  faciUtate  the  calculations,  as  according  to  the  mortality 
table  out  of  100,000  persons  alive  at  age  10,  there  are  86,281 
still  aUve  at  age  35)  married  men,  all  of  the  age  of  35,  agreed 
among  themselves  to  pay  for  life  into  a  common  fund  a  level 
annual  premium  at  the  beginning  of  each  year,  in  order  that 
$1000  might  be  payable  to  each  family  at  the  end  of  the  year 
in  which  the  members  should  die. 

(2)  It  has  also  been  assumed  that  the  members  will  die  at  the 
rate  indicated  in  the  mortality  table  heretofore  mentioned,  and 
that  the  survivors  will  carefully  husband  the  over-payments  of 
the  early  years  and  invest  them  in  sound  securities  to  yield  not 
less  than  3^  per  cent  compound  interest.  On  these  assump- 
tions, the  correct  amount  of  the  level  annual  premium  is 
found  by  an  actuarial  calculation  to  be  $20.76,  and  it  is  the 
exact  mathematical  equivalent  of  the  annually  increasing  costs 
heretofore  referred  to. 

(3)  Column  (1)  gives  the  number  entering  at  age  35,  and  the 
number  surviving  at  each  age  thereafter;  thus  at  age  36  the 
number  living  —  85,524  —  is  obtained  by  deducting  from  those 
living  at  35  the  757  deaths  given  in  column  (5).  Column  (2) 
gives  the  total  "level  annual- premiums"  paid  each  year  by  all 
the  survivors.  Column  (3)  is  self-explanatory.  Column  (4)  sets 
forth  simply  the  amount  in  column  (3)  improved  for  one  year 
at  3^  per  cent,  the  stipulated  rate  of  interest.  Column  (5)  sets 
forth  the  number  of  members  which  the  mortaUty  table  indicates 
will  die  in  each  year,  and  the  amount  of  money  which  will  be 
paid  from  the  common  fund  to  the  families  of  the  deceased 
members.  Column  (6)  sets  forth  the  over-payments  after  the 
losses  have  been  met  —  the  result  of  charging  a  "  level  annual 
premium"  instead  of  an  increasing  annual  premium.  It  is 
termed  the  "reserve  fund."  Column  (7)  sets  fortli  the  average 
amount  of  the  over-payments  for  each  member  who  is  alive 
at  the  end  of  the  year;  for  example,  at  age  35  it  will  be 
found  by  dividing  the  amount  in  column  (6),  $1,006,885.33, 
by  the  survivors,  86,281  —  757  « 85,524,  the  result  being 
$12.82. 
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13.  The  table,  it  will  be  noticed,  has  not  been  continued 
for  each  year  of  life  through  which  the  86,281  members  will 
pass,  simply  for  the  reason  that  it  would  take  up  too  much  space. 
Referring  now  especially  to  the  figures  in  column  (6),  which 
sets  forth  the  over-payments  or  reserve  fund,  it  will  be 
observed  that  the  fund  continues  to  grow  until  the  survivors 
reach  the  age  of  63.  It  has  increased  from  $1,096,885.33  in 
the  first  year  of  the  organization  to  $24,825,104.70  in  the 
twenty-eighth  year  of  membership.  After  the  twenty-eighth 
year,  however,  it  will  be  noticed  that  it  begins  to  decrease,  or 
in  other  words,  the  over-payments  of  the  early  years  are  now 
being  drawn  upon  to  make  good  the  deficiencies  in  the  under- 
payments of  the  later  years.  Tracing  the  fund  down  year  by 
year,  the  steady,  yet  heavy,  drain  upon  it  is  most  marked, 
until  finally,  at  the  age  of  97,  when  out  of  the  original  86,281 
members  who  entered  at  35  only  9  remain,  and  when  by  the 
mortality  table  these  9  members  will  pass  off,  the  whole  of  the 
balance  remaining  in  the  reserve  fund  at  the  end  of  the  previ- 
ous year,  $8,508.86,  is  required  for  the  families  of  the  remaining 
members. 

14.  Before  the  Dominion  Insurance  Act  of  1877  came  into 
effect,  a  considerable  number  of  British  and  United  States  com- 
panies carried  on  business  in  Canada;  but  shortly  thereafter 
many  of  these  institutions  could  not  see  their  way  clear  to  com- 
ply with  its  terms,  and  consequently  ceased  to  transact  new 
business.  The  existing  poUcies  were  continued,  premiums 
collected  and  losses  paid.  The  following  table  sets  forth  the 
premiums  received  by  these  companies,  and  the  payments  made 
to  policy  holders  in  the  period  1897-1907.  It  will  be  recalled 
that  in  the  illustration  previously  given  a  time  arrived  in  the 
history  of  the  reserve  fund  when  the  yearly  premium  in- 
come was  not  sufficient  to  meet  the  policy  claims,  and  that  it 
became  obligatory  to  draw  on  the  reserve  fund  for  the  de- 
ficiency. Here  are  practical  examples  taken  from  the  report 
of  the  Superintendent  of  Insurance  for  the  Dominion  for  the  year 
ended  December  31,  1907,  showing  that  the  premium  income 
itself  was  insufficient  to  meet  the  claims  under  policies,  and 
that  it  was  necessary  to  draw  upon  the  reserve  fund  to 
make  up  the  deficiency.     The  necessity  for  the  reserve  fund, 
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the  sacred  function  which  it  fulfills  and  the  care  with  which 
it  should  be  handled,  must  therefore  be  apparent. 


Rate  of  Payments 

Yeak 

Premiuu  Income 

Payments  to 
PoucY  Holders 

TO  Policy  Holders 

per  cent  of 

Premium 

1897 

$174,155 

$449,425 

258.06 

1898 

163,918 

358,968 

219.00 

1899 

152,534 

376,018 

246.51 

1900 

145,756 

391,576 

268.65 

1901 

132,201 

476,885 

360.73 

1902 

127,420 

317,859 

249.46 

1903 

105,250 

274,631 

260.93 

1904 

83,689 

283,392 

338.63 

1905 

76,597 

284,655 

371.63 

1906 

72,114 

216,170 

299.76 

1907 

77,073 

269,573 

349.76 

15.  The  principle  of  husbanding  the  over-payments,  i.e. 
maintaining  the  reserve  fund,  which  has  been  demon- 
strated, underlies  the  sound  and  safe  conduct  of  level  annual 
premium  assurance.  If  ignored,  chaos  would  reign  and  the 
whole  structure  would  be  doomed.  This  fact  is  recognized  by 
the  Dominion  government,  in  that  its  insurance  laws  pre- 
scribe that  each  company  shall  maintain  as  a  liability  a  reserve 
fund  calculated  and  determined  in  the  manner  outlined.  That 
this  fund  should  be  commonly  termed  "reserve  fund,"  is 
unfortunate.  The  fund  in  a  life  company  is  an  ascertained 
liability;  and  is  not,  as  is  a  bank  reserve  fund,  which  denotes 
the  fund  held  over  and  above  all  liabilities  —  capital  stock 
deposits,  etc.,  a  provision  against  losses  which  may  never  occur. 
The  reserve  fund  of  a  life  assurance  company  is,  in  fact,  of  a 
nature  somewhat  similar  to  bank  deposits.  Being  the  amount 
set  aside,  accumulated  at  compound  interest,  and  increased 
from  the  future  premiums  payable  by  members  in  order  to  enable 
the  company  to  meet  claims  when  members  die,  it  is  a  direct 
liability,  mathematically  determined  and  governmcntally  re- 
quired. To  tax  in  direct  or  indirect  form  the  reserve  fund, 
i.e.  the  premiums  of  the  policy  holders,  is  to  diminish  by  such 
taxation  the  amount  which,  as  a  liability,  the  company  is  ex- 
pressly required  by   law  to  maintuin  intact,  so  as   to  make 
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certain  the  adequacy  of  that  fund  which  it  is  necessary  to  ac- 
cumulate in  order  to  meet  future  liabilities  to  each  and  every 
policy  holder  or  his  representative;  and  to  impose  upon  the 
reserve  fund,  in  any  form  or  manner,  a  tax  or  hindrance  is 
simply  to  cause  the  impairment  of  that  fund  and  possibly  to 
jeopardize  the  stability  of  the  company.  To  impose  a  tax 
upon  the  reserve  fund  means  that  the  law  has  compelled  the 
company  to  accumulate  the  fund,  and  then  having  compelled 
its  accumulation  has  imposed  a  tax  upon  it.  It  will  thus  be 
seen  that  there  is  no  basis  whatever  for  taxing  this  liability, 
nor  its  constitutents,  namely,  the  premiums  and  interest  which 
they  earn. 

16.  The  level  annual  premium  which  has  been  discussed  thus 
far  is  known  as  the  net  premium.  It  was  the  amount  which  was 
found  to  be  sufficient  to  secure  the  benefits  promised,  on  the 
basis  of  not  less  than  3^  per  cent  interest  being  continually 
realized,  no  losses  from  investments  being  sustained  and  the 
members  not  dying  off  earlier  than  predicted  by  the  mortality 
table,  and  that  no  expense  would  be  incurred  in  the  conduct  of 
the  funds.  Fluctuations  in  interest  and  mortality  will  take 
place,  losses  in  investments  will  occur,  and  in  the  practical 
working  of  such  a  plan  expenses  are  inevitable.  To  provide 
for  all  of  these,  an  addition  is  made  to  the  net  level  annual 
premium,  with  the  result  that  we  arrive  at  the  gross  or  com- 
mercial premium  —  the  premium  charged  by  life  companies 
in  practice. 

17.  Usually,  at  the  end  of  each  year,  a  thorough  stock  taking 
is  made  and  the  total  liabilities  are  ascertained.  The  liability, 
or  reserve,  under  all  policies  is  calculated ;  and  when  the  balance 
sheet  is  drawn  up  there  is  usually  a  surplus  of  assets  over 
liabilities.  Such  surplus  indicates  that  the  members  have  paid 
in  more  than  is  required  to  form  the  required  reserve  fund  and 
to  pay  the  claim  and  expenses  incurred,  and  it  is  generally  pro- 
vided that  it  shall  either  be  returned  to  the  members,  which 
has  the  effect  of  reducing  the  cost  of  their  assurance,  or  else  held 
to  strengthen  the  financial  position  of  the  company,  that  is,  the 
members.  There  is  no  business  which  must  be  more  watchfully 
cared  for  with  reference  to  maintaining  the  highest  point  of 
soundness  and  strength  than  life  assurance.     The  amount  paid 
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by  companies  for  taxes  —  whether  it  is  a  tax  on  the  premium 
income,  on  the  interest  income,  or  on  the  reserve  fund  —  must 
come  out  of  the  surplus,  with  the  result  that  the  return  of  sur- 
plus to  the  member  is  so  much  less ;  and  the  cost  of  the  member's 
assurance  just  so  much  more.  Therefore,  the  tax  levied  on 
life  assurance  companies  is  a  direct  tax  on  the  individual 
policy  holder.  He  does  not  see  the  tax  —  it  is  not  intended 
that  he  should.  It  is  intended  that  he  shall  suppose  it  is  a  tax 
on  a  corporation  only,  and  not  on  him,  but  he  pays  it  and  no  one 
else,  and  it  is  the  government's  addition  to  the  cost  of  the  policy 
holder's  family  protection. 

18.  At  this  point,  I  will  consider  briefly  a  few  of  the  con- 
siderations which  have  been  advanced  in  favor  of  the  taxation 
of  the  premium  income  of  life  companies.  It  has  been  alleged 
that  life  assurance  is  largely  taken  by  the  well-to-do,  and  that 
consequently  premiums  should  be  taxed.  An  examination  of 
the  government  returns  shows  that  such  is  not  the  case.  There 
have,  of  course,  been  some  heavy  policies  effected,  but  they  have 
usually  been  effected  for  important  financial  or  business  reasons. 
But  even  including  all  such  cases,  and  excluding  the  small 
industrial  or  thrift  policies,  it  is  found  that  for  the  year  ending 
December  31,  1907,  the  average  amount  of  each  policy  was  but 
$1570.  This  furnishes  convincing  evidence  that  the  ordinary 
insurers  are,  in  the  main,  men  of  limited  means,  and  it  is  there- 
fore pertinent  to  ask  if  such  persons,  because  they  are  frugal 
and  are  honestly  endeavoring  to  protect  their  families  from 
becoming  subjects  of  public  or  private  charity,  should  be  com- 
pelled to  pay  an  extra  premium  for  such  protection  in  the  form 
of  a  tax  upon  their  premiums.  Is  it  not  a  wise  public  policy  to 
encourage  an  institution  which  prevents  and  avoids  the  neces- 
sity for  charity,  rather  than  to  impose  upon  it  a  tax  which  will 
cripple  it  in  its  beneficent  work.  Again  it  has  been  contended 
that  the  funds  of  life  assurance  companies  belong  to  the  direct- 
ors and  shareholders  and  that  consequently  the  premium 
income  should  be  taxed.  From  what  has  gone  before  it  must 
be  evident  that  thi.s  is  a  most  mistaken  impression.  Like 
bank  deposits,  they  are  merely  trust  funds  placed  with  the 
institution  for  the  specific  purpose  of  meeting  losses  as  tliey 
occur.     The  directors  sinifilv  mprosonf  the  policy  holders,  re- 
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ceive,  disburse  and  invest  the  funds  for  the  policy  holders. 
The  funds  have  been  contributed  by  policy  holders  and  are  held 
and  invested  for  the  poUcy  holders  under  governmental  regu- 
lation. Again  it  has  been  contended  that  the  life  companies 
should  contribute  to  the  support  of  the  government  that 
protects  them.  There  is  no  doubt  about  the  correctness  of 
this  statement,  but  it  is  submitted  that  they  do  this  in  several 
ways :  for  example,  (a)  the  assurance  of  lives  stimulates  savings 
and  prevents  a  vast  amount  of  pauperism  —  it  is  the  offspring 
of  prudence  and  unselfishness,  and  is  the  best  ally  of  the  govern- 
ment to  save  its  treasury  from  the  claims  of  the  needy;  (6)  the 
companies'  operations  bring  together  small  savings  into  impor- 
tant aggregates,  utilize  them  in  stimulating  production  and 
trade,  and  thus  increase  the  taxable  wealth  of  the  community; 
(c)  all  the  life  companies'  investments  in  actual  property  pay 
their  full  share  of  direct  taxes;  (d)  all  their  investments  in 
mortgages  upon  real  estate  also  pay  their  full  share  of  direct 
taxes. 

19.  Great  Britain  is  recognized  as  being  most  thorough  in 
seeking  out  every  form  of  property  for  taxation  —  its  income 
tax  is  regarded  as  being  very  searching.  What  is  its  attitude 
towards  life  assurance?  It  not  only  exempts  life  assurance 
premiums  from  taxation,  but  it  exempts  from  taxation  so  much 
of  the  income  of  its  citizens  as  is  used  in  the  payment  of  life 
assurance  premiums,  provided  that  amount  does  not  exceed 
one  sixth  of  the  income.  Germany  not  only  does  not  tax  the 
premium  income,  but  makes  life  assurance  among  the  laboring 
class  compulsory.  France,  Belgium,  Austria,  Hungary,  Italy, 
Spain  and  Russia  do  not  impose  a  premium  income  tax. 

20.  The  introduction  of  a  tax  on  the  premium  income 
appears  to  have  been  imported  into  Canada  from  the  United 
States,  in  which  latter  country  the  taxing  of  life  companies 
has  proceeded  with  such  a  reckless  disregard  of  equity  and 
justice  that  there  is  to-day  in  that  country  a  considerable 
agitation  for  relief  from  the  drastic  and  arbitrary  laws  of  some 
of  the  States  on  the  subject.  Recently,  the  State  insurance 
officers  —  known  as  insurance  commissioners  —  met  in  con- 
vention at  Detroit,  to  consider  among  other  things  the  report 
of  the  committee  which  had  previously  been  appointed  to  con- 
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sider  the  present  system  in  vogue  in  practically  every  State  in 
the  Union  of  taxing  the  life  companies  on  the  basis  of  the  pre- 
mium income.  The  report  was  made  by  the  insurance  com- 
missioners of  the  following  States:  Michigan,  New  York,  Vir- 
ginia, Kentucky,  Minnesota,  Maryland,  Illinois,  Ohio.  The 
report  is  most  significant  from  several  standpoints:  (1)  It 
was  made  by  the  expert  State  insurance  officers  of  several 
of  the  important  States  of  the  Union.  (2)  Apparently  great 
care  and  thoroughness  had  been  exercised  in  dealing  with  the 
subject.  (3)  The  report  was  adopted  by  the  insurance  com- 
missioners of  all  the  other  States,  with  only  four  exceptions  — 
Texas,  Wisconsin,  South  Carolina  and  South  Dakota.  (4)  It 
is  the  latest  official  pronouncement  on  the  subject. 

21.  The  report  is  too  long  to  give  in  full,  but  a  few  of  the 
statements  most  important  in  a  consideration  of  the  subject 
are  quoted: 

I.  "The  laws  of  the  several  States  on  the  subject  of  taxing 
life  assurance  corporations  are  varied  and  complicated.  They 
possess,  however,  one  important  and  substantial  point  of  uni- 
formity, namely,  in  imposing  an  income  tax  on  premium  re- 
ceipts. .  .  .  Additional  to  the  premium  income  taxes,  the 
States  also  impose  on  life  assurance  companies  and  their  agents, 
occupation  and  license  taxes  as  well  as  fees,  amounting  in  the 
aggregate  to  a  large  sum  annually.  ...  In  addition  to  this 
variety  of  taxes,  licenses  and  fees,  life  insurance  coiporations  are 
subject  in  all  the  States  to  the  same  laws  for  the  taxation  of  real 
estate  and  other  forms  of  tangible  property  that  other  property 
owners  are." 

II.  "The  State  should  insist  upon  the  faithful  conservation 
of  life  insurance  funds  and  their  application  to  their  intended 
use.  It  should  be  as  reluctant  itself  to  divert  tliem  from  their 
intended  use  as  to  permit  individuals  to  employ  them  for 
political  purposes  or  in  extravagance  of  management." 

III.  "Does  not  two  dollars  taken  from  the  company  by  the 
Stateout  of  every  SKK)  a  policyholder  pays  for  premium  either 
correspondingly  increase  the  sum  the  policy  holder  nmst  pay, 
or  reduce  the  insurance  l)€nefits  he  thereby  buys,  just  the  same 
as  if  the  two  dollars  were  devoted  by  the  management  to  politi- 
cal campaign  contributions,  or  u.sed  by  them  in  extravagant  ex- 
penditure. Life  insurance  taxes  either  increase  the  cost  of 
inBurnnce  or  diminish  the  amount  of  it.  In  the  one  case,  they 
fall  on  the  policy  holders;  in  the  other,  on  the  beneficiaries  of 
the  insurance.    The  State  should  not  permit  the  misappropria- 
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tion  of  the  funds  by  insurance  management ;  it  should  not  itself 
divert  them  from  their  intended  use." 

IV.  "  All  the  funds  of  a  life  insurance  corporation  not  required 
for  its  economical  management  or  for  the  payment  of  losses 
or  other  pohcy  contract  obhgations  are  employed  either  to 
cheapen  the  cost  or  increase  the  amount  of  the  insurance." 

V.  "  All  life  insurance  companies  pay  in  round  numbers  in 
all  the  States  $10,000,000  annually  under  these  premium  in- 
come tax  laws.  If  the  sum  were  not  paid  into  the  State  Treas- 
ury, it  would  be  used  under  the  law  and  the  policy  contracts  to 
reduce  the  premiums  the  policy  holders  are  obligated  to  pay, 
or  employed  to  purchase  paid-up  additions  to  the  policies. 
In  the  one  case,  it  would  diminish  the  cost  of  the  insurance; 
in  the  other,  it  would  increase  the  amount  insured.  In  both 
cases  it  would  be  used  for  the  benefit  of  the  dependent  people 
of  the  State." 

VI.  "  It  would  not  be  practicable,  nor  is  it  desirable,  to  exempt 
the  real  estate  and  other  tangible  property  of  life  insurance 
corporations  from  taxation  equal  to  and  uniform  with  that  on 
other  like  property.  Nor  should  these  corporations  be  relieved 
from  paying  the  cost  of  their  own  supervision.  The  nature  of 
the  service  they  perform  is  of  such  specially  public  importance 
that  the  several  States  have  created  and  maintain  departments 
of  insurance  charged  with  the  duty  of  supervision  and  inspecting 
the  work  of  the  companies  for  the  protection  of  the  public  and 
the  benefit  of  the  pohcy  holders.  The  cost  this  supervision 
involves  the  insurance  corporations  should  themselves  pay. 
This  cost  is  met,  or  substantially  met,  by  the  fees  charged. 
Wherever  the  fees  are  not  equal  to  the  cost  of  maintaining  the 
insurance  department,  they  should  be  increased  upon  an  equi- 
table basis  so  that  the  payments  from  fees  would  adequately 
defray  the  expense  of  departmental  supervision." 

VII.  "  Having  taxed  the  real  estate  and  other  property  of 
these  corporations  on  the  same  basis  as  other  property  is  taxed, 
and  imposed  upon  them  in  the  form  of  fees  the  payment  of  the 
cost  of  their  own  supervision,  further  and  additional  taxation  is 
unjustifiable.  The  mere  desire  to  raise  revenue  does  not  war- 
rant imposing  upon  Hfe  insurance  a  special  form  of  premium 
income  tax.  The  beneficent  objects  and  purposes  of  life  in- 
surance, the  State  should  encourage  by  favorable  laws,  not  dis- 
courage by  laws  imposing  special  forms  of  taxation." 

VIII.  "Mr.  John  Stuart  Mill  says  that  a  tax  upon  life  insur- 
ance 'is  a  direct  discouragement  of  prudence  and  forethought.' 
Mill's  view  is  practically  accepted  by  McCullough,  who  states 
that  such  a  tax  *  discourages  that  providence  and  forethought, 
encouragement  of  which  ought  to  be  an  object  with  all  prudent 
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governments,'  and  'seeing  the  vast  importance  of  insurance 
it  may  well  be  doubted  whether  it  ought  to  be  charged  with  any 
duty  however  slight.'  Mr.  Frederick  L.  Hoffman,  a  well-known 
statistician,  says:  'If  we  inquire  into  the  objects  and  nature 
of  life  insurance  and  the  relation  of  life  insurance  to  the  State, 
we  find  that  the  primary  object  of  this  form  of  thrift  is  to  provide 
for  dependents,  for  widows  and  orphans,  who  but  for  such  pro- 
vision, in  the  majority  of  instances,  would  become  charges  or 
wards  of  the  State.  By  just  so  much  as  this  is  avoided,  by  just 
so  much  as  women  and  children  are  made  independent  of  such 
assistance,  the  revenue  of  the  nation,  or  of  the  State,  is  relieved, 
and  can  therefore  be  devoted,  and  is  devoted,  to  the  develop- 
ment of  other  interests  affecting  public  welfare.  In  view  of 
this  point,  it  is  clear  that  life  insurance  should  not  be  a  subject 
of  taxation,  but  rather  to  the  contrary,  as  a  means  of  diminish- 
ing public  burdens,  it  should  in  all  respects  receive  the  generous 
consideration  of  the  States.'  " 

IX.  "These  expressions  of  the  views  of  persons  who  have 
given  special  study  to  this  subject  harmonize  with  the  opinions 
of  all  authorities  we  have  found  who  have  gone  below  the  mere 
surface  of  the  question.  No  person  who  has  taken  the  trouble 
carefully  to  consider  the  real  objects  and  purposes  of  life  in- 
surance, the  high  sentiments  that  move  the  insured  to  carry  it, 
and  the  effect  of  such  tax  exaction  on  the  cost  of  life  insurance 
or  on  the  amount  of  insurance  in  force,  undertakes  to  justify  it; 
with  one  accord  well-informed  people  condemn  it.  They  agree 
that  its  very  existence  is  attributable  to  a  misunderstanding  of 
life  insurance  and  of  the  true  meaning  and  effect  of  the  tax, 
supplemented  by  a  desire  to*  get  money  for  the  public  revenue 
wherever  the  money  can  be  gotten,  without  much  regarding  the 
right  or  the  wrong  of  the  thing.  If  a  premium  income  tax  did 
not  correspondingly  increase  the  cost  of  insurance  or  reduce  the 
amount  of  it,  and  it  could  be  justified  on  any  ground,  yet  it  is 
discriminatory  to  impose  this  tax  on  life  insurance  alone,  and 
the  rate  imposed  is  excessive." 

X.  "If  the  tax  could  be  justified  upon  any  ground,  the 
amount  of  it,  averaging  as  it  does  in  all  the  States,  one  dollar 
and  seventy  cents  taken  by  the  States  out  of  every  one  hundred 
dollars  of  insurance  premiums  paid  by  the  policy  holders,  is 
excessive.  This  $1.70  on  the  average  is  taken  out  of  the  gross 
premium  income.  No  deduction  is  made  for  expenses,  losses, 
taxes  paid,  or  otherwise;  $1.70  out  of  every  $100  of  premium 
income,  in  addition  to  fees  and  ordinary  property  taxes,  and 
regardless  of  what  may  have  been  the  company's  expenses, 
losses,  or  other  policy  contract  payments  witnin  the  State,  or 
taxes  paid  therein,  is  the  average  tax." 
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In  conclusion  allow  me  to  state  that  I  am  thoroughly  in 
accord  with  the  findings  of  the  Insurance  Commissioners  as  to 
what  constitutes  a  proper  basis  for  the  taxation  of  life  assurance 
companies.  To  repeat  their  statement  previously  quoted  —  "it 
would  not  be  either  practicable  nor  desirable  to  exempt  the  real 
estate  and  other  tangible  property  of  Ufe  assurance  corporations 
from  taxation  equal  to  and  uniform  with  that  on  other  like 
property.  Nor  should  these  corporations  be  relieved  from  pay- 
ing the  cost  of  their  own  supervision  "  i.e.  the  cost,  or  a  portion 
thereof,  of  the  maintenance  of  the  insurance  department  which 
exercises  this  supervision.  In  addition  to  these  I  think  that  in 
stock  or  mixed  companies  there  is  even  another  fund  which 
properly  might  be  called  upon  to  bear  a  tax.  In  a  stock 
company  the  entire  surplus  earned  belongs  to  the  stockholders; 
in  a  mixed  company  a  proportion  of  such  surplus,  usually  10 
per  cent,  belongs  to  the  stockholders,  and  the  whole  of  the 
balance  belongs  to  the  policy  holders;  in  a  mutual  company 
the  entire  surplus  belongs  to  the  policy  holders.  In  the  first 
class,  the  companies  included  have  special  rights  and  privileges 
conferred  upon  them.  They  are  organized  for  the  sole  purpose 
of  profit  for  the  owners  of  the  stock,  and  for  this  reason  it  would 
appear  only  proper  that  such  companies  should  be  taxed  on  the 
basis  of  the  "surplus  earned"  in  the  year,  i.e.  upon  the  share- 
holders' earnings.  They  should  not,  however,  be  taxed  upon  the 
premium  income,  as  such  a  tax  would  tend  to  increase  the  pre- 
miums charged  by  such  companies.  The  second  class  of  com- 
panies are  organized  mainly  for  the  purpose  of  conducting 
business  for  the  benefit  of  the  policy  holders,  and  should  be  taxed 
upon  the  basis  of  that  part  of  the  "  surplus  earned  "  in  the  year 
which  belongs  to  the  shareholders  only;  while  in  the  case  of 
mutual  companies,  as  all  their  surplus  earnings  belong  to 
policy  holders,  no  tax  whatever  should  be  imposed  upon  such 
earnings. 


TAXATION  OF  LIFE  INSURANCE  IN  THE  UNITED 

STATES 

By  Robert  Lynn  Cox 

General  Counsel  and  Manager,  Association  of  Life  Insurance  Presi- 
dents, New  York,  N.Y. 

Criticism  of  existing  schemes  of  taxation  is  a  field  in  which 
there  has  never  been  a  failure  of  crops  since  the  day  when 
Caesar  Augustus  issued  a  decree  that  all  the  world  should  be 
taxed.  In  becoming  a  product  of  this  soil  of  discontent,  I  feel 
primarily  and  mainly  a  sense  of  companionship. 

I  have  been  given  to  understand  that  the  first  essential  quali- 
fication for  membership  in  this  fraternity  is  a  firm  conviction 
that  the  particular  kind  of  taxation  with  which  you  are  con- 
cerned is  a  little  worse  than  any  other.  That  each  in  turn,  of 
those  who  have  been  asked  to  speak,  is  expected  to  show  that 
the  tax  which  he  is  to  discuss  is  more  unjust  and  unjustifiable, 
more  vicious  and  pernicious,  than  any  other  form  of  taxation, 

I  therefore  hie  myself  to  the  task  with  glee  over  the  oppor- 
tunities and  advantages  this  requirement  affords  me,  but  with 
profound  sympathy,  nevertheless,  for  the  other  speakers  who 
are  under  the  handicap  of  being  expected  to  show  that  their 
subjects  are  as  serious  and  important  as  mine. 

In  order  to  come  within  the  very  reasonable  time  limit  im- 
posed by  your  program  committee,  I  have  adopted  the  method 
of  putting  into  footnotes  accompanying  my  paper  many  of  the 
facts  and  quotations  of  authorities  which,  without  this  limita- 
tion, would  have  been  incorporated  in  the  paper  itself.  You 
have  this  committee  to  thank  for  saving  you  the  necessity  of 
listening  to  their  presentation  here,  leaving  to  the  exercise  of 
your  own  free  will  the  determination  of  whether  or  not  you  shall 
read  them  hereafter. 

Since  any  address  delivered  before  this  body  must  be  given  a 
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place  in  the  literature  of  the  subject  which  it  attempts  to  dis- 
cuss, I  am  hopeful  that  those  who  may  read  this  address  here- 
after, and  especially  public  officials  who  are  called  upon  to  take 
part  in  the  enactment  of  laws  imposing  a  tax  upon  life  insur- 
ance, may  be  induced  to  read  the  footnotes  at  least.  I  even 
hope  they  will  read  them  in  preference  to  the  address,  if  they 
must  make  a  choice  between  the  two,  for  upon  these  facts 
rest  all  pleas  and  demands  for  relief  from  present  conditions. 

Life  insurance  should  be  defined  as  an  institution  rather  than 
a  business.  It  is  founded  upon  the  law  of  average  —  upon  the 
expectation  of  life  of  the  average  man.  It  essentially  requires 
the  cooporation  of  enough  men  to  establish  an  average.  Con- 
tinuation of  the  life  of  one  man  or  of  the  lives  of  a  few  men 
is  largely  a  matter  of  chance.  Not  so,  however,  with  the  lives 
of  a  large  number  of  men.  Experience  foretells  with  great 
accuracy  how  many  men  of  a  given  number  will  die  within  a 
given  time,  but  never  answers  the  question,  which  ones.  These 
simple  and  well-known  facts  show  that  the  protection  afforded 
by  life  insurance  is  necessary  to  the  individual,  and  that  in 
order  to  serve  him  outside  the  realm  of  chance  or  speculation,  it 
must  serve  many  in  cooperation  with  him. 

In  its  primary  and  fundamental  character  it  is  not  and 
cannot  be  conducted  for  large  profit.  Competition  acting  in 
connection  with  broadcast  dissemination  of  information  concern- 
ing mortality  experience  and  other  elements  making  up  cost  of 
life  insurance  has  eliminated  whatever  possibility  ever  existed 
of  charging  excessive  profit  producing  rates  for  life  insurance. 
While  conservatism  has  provided  and  must  continue  to  provide 
"  margins  of  safety  "  to  cover  contingencies,  there  is  probably  no 
institution  in  which  the  management  claims  less  proprietorship 
and  where  the  public  with  which  it  deals  receives  greater  recog- 
nition of  its  universal  desire  to  "  purchase  at  cost "  than  in  life 
insurance.  This  is  proper  and  right,  for  there  is  perhaps  no 
other  business  to  which  a  large  clientage  is  absolutely  essential 
to  its  safety  and  without  which  it  is  nothing  but  a  mere  game  of 
chance. 

And  then  there  is  the  other  side  dealing  with  the  interests  and 
motives  of  its  policy  holders.  Barring  a  fow  forms  of  policies, 
constituting  a  small  percentage  of  the  whole  number  in  force. 
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life  insurance  ofifers  no  possibility  of  gain  or  financial  profit  to  the 
policy  holder  himself.*  His  reward  can  be  found  only  in  the 
satisfaction  of  having  protected  those  dependent  upon  him 
against  the  financial  loss  necessarily  attendant  upon  his 
death. 

But  aside  from  contributing  to  the  peace  of  mind  of  the 
policy  holder  it  performs  an  important  function  in  relieving  the 
State  from  the  care  of  destitute  and  helpless  citizens  which  even 
under  present  conditions  constitutes  the  largest  single  item  of 
expense  in  many  State  governments.  It  has  long  been  regarded 
the  duty  of  our  whole  citizenship,  acting  through  governmental 
agencies  having  power  to  impose  a  general  tax,  to  care  for  every 
human  being  who  is  unable  to  care  for  himself.  Life  insurance 
is  a  voluntary  individual  assumption  of  this  responsibility  by 
policy  holders  to  the  extent  that  their  death  would  leave  per- 
sons without  adequate  means  of  support  —  persons  who  in 
many  instances  would  become  objects  of  public  or  private 
charity.^    The  States  have  generally  welcomed  assistance  in 

>  "  It  is  one  of  the  most  common  errora  in  the  theory  of  life  Insurance  taxation 
to  assume  that  life  insurance  itself  represents  capital.  Now  capital,  as  I  under- 
stand it,  is  realized  wealth,  while  life  insurance  is  merely  a  promise  to  pay  a 
certain  sum  in  the  event  of  the  occurrence  of  a  contingency  provided  for  in  the 
policy.  Life  insurance  is  a  present  means  of  obtaining  a  certain  advantage 
over  an  uncertain  event."  —  Frederick  L.  Hoffman,  statistician,  Prudential 
Life  Insurance  Company,  before  National  Civic  Federation  Conference  on  Taxa- 
tion, Buffalo,  N.Y.,  May  25-28,  1901. 

»  "  The  inmates  of  almshouses,  or  the  families  to  which  they  belong,  have 
never,  with  a  few  exceptions,  been  in  any  sense  beneficiaries  of  life  insurance. 

"  Only  a  very  small  percentage  of  the  inmates  (less  than  10  per  cent)  ever 
contributed  to  life  insurance,  and  then  only  imder  industrial  policies,  which 
generally  afford  merely  a  burial  fund. 

"  Life  insurance  as  an  institution  is  practically  unknown  to  the  wards  of  Soci- 
ety and  State."  —  Address  by  L.  G.  Fouse,  President  of  the  Fidelity  Mutual  Life 
Insurance  Company  of  Philadelphia,  before  the  American  Academy  of  Political 
and  Social  Science,  1897. 

"  While  it  is  not  necessary  in  this  paper  to  go  exhaustively  into  details  or 
statistics  to  show  the  inestimable  value  of  life  insurance  to  society,  it  is  an 
established  fact  that  pauperism  has  been  materially  decreased  through  the 
institution  of  Ufe  insurance.  The  great  decrease  of  paupers  in  the  almshouses 
of  the  United  States,  according  to  published  statistics,  has  been  contributed  to 
largely  by  life  insurance.  In  Great  Britain  in  1832,  a  Royal  Commission  re- 
ported that  through  the  operation  of  life  insurance  and  friendly  societies,  no  less 
than  ten  million  dollars  was  saved  annually  to  taxpayers.  It  was  reported  at 
the  inaugural  address  of  the  Actuarial  Society  of  Edinburgh  (session  of  1896- 
1897)  that  the  reduction  in  the  poor  rates  was  then  equal  to  fifteen  million 
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bearing  these  heavy  burdens  as  shown  by  the  universal  policy  of 
encouraging  private  charities  by  exempting  them  from  general 
taxation. 

The  policy  of  encouraging  the  individual  to  carry  his  own 
burdens  and  responsibilities  by  setting  aside  a  portion  of  his 
earnings  as  protection  against  a  day  of  adversity,  has  led  some 
States  to  exempt  savings  banks  from  taxation  and  nearly  all 
States  to  treat  them  considerately.* 

Yet  the  same  States  exact  a  large  toll  from  every  deposit 
made  by  the  citizen  through  the  agency  of  life  insurance,  to 
protect  those  dependent  upon  him  from  want  and  suffering,  and 
perhaps  from  the  charity  of  the  State,  in  the  event  of  his  death. 
The  rate  of  this  toll  varies  in  the  several  States  from  a  small 
fraction  of  1  per  cent  to  3  per  cent.^ 

dollars  per  annum,  and  from  the  large  amount  of  insurance  written  since  then 
by  the  British  companies  in  consequence  of  the  exemption  from  taxation,  it  is 
evident  that  this  benefit  would  now  be  greatly  increased."  —  Address  by  L.  A, 
Winter,  Secretary  Manufacturers'  Life  Insurance  Company  of  Toronto,  Ont., 
before  the  Insurance  Institute  of  Toronto,  February  26,  1907. 

•  "These  social  and  individual  benefits  are  the  result  of  prudence  and  thrift. 
To  add  by  law  to  the  cost  of  insurance  is  to  punish  these  virtues.  Many  States 
exempt  savings  bank  deposits.  If  those  who  save  primarily  for  themselves  are 
to  be  encouraged  by  exemption  from  taxation,  how  absurd  it  is  to  discourage  by 
taxation  those  who  save  for  the  benefit  of  others  by  insurance  and  protect 
society  to  that  extent  against  pauperism."  —  A.  C.  Pleydell,  Secretarj'  of  the 
New  York  Tax  Reform  Association,  on  "The  Injustice  of  Life  Insurance  Taxa- 
tion," March,  1908. 

'  In  the  several  States  and  Territories  of  the  United  States  the  varying  rates 
and  conditions  are  as  follows: 
Tax  Based  on  Reserve  Fund: 

1  State  at  the  rate  of  ^  per  cent. 
Tax  Based  on  Gross  Premium  Receipts: 

6  States  at  the  rate  of  2\  per  cent. 

1  State  at  the  rate  slightly  in  excess  of  2  per  cent. 
16  States  at  the  rate  of  2  per  cent. 

2  States  at  the  rate  of  1 }  per  cent. 

1  State  at  the  rate  of  about  1  -^  per  cent. 

fi  States  at  the  rate  of  1  per  cent. 

1  State  at  the  rate  of  |  per  cent. 

1  State  at  the  rate  of  about  -f^  per  cent. 

1  State  at  the  rate  of  2  per  cent  on  new  business;  ^  per  cent  on  renewals 

■inoe  1002 ;  no  tax  on  business  written  prior  to  1902. 
Tax  on  Premium  Receipts  less  Certain  Deductions: 
1  State  at  the  rate  of  3  per  cent,  less  death  losses. 

1  State  at  the  rate  of  2^  per  cent,  leas  dividends  used  to  pay  premiums. 
1  State  at  the  rate  of  2|  per  cent,  less  all  payments  to  policy  holders  and 

loeal  sgoncy  expenses. 


LIFE   INSURANCE  IN  THE   UNITED  STATES  367 

The  States  seem  to  have  failed  to  recognize  the  essential 
qualities  and  beneficent  character  of  life  insurance  and  have 
imposed  upon  it  tax  burdens  far  greater  than  those  imposed  upon 
other  institutions.^  This  is  no  doubt  due  in  part  to  the  ease 
with  which  the  needs  of  the  State  government  could  be  met  by 
taxation  of  this  accumulation  of  wealth,  in  which  no  single 
individual  had  a  large  enough  interest  to  make  serious  opposi- 

1  State  at  the  rate  of  2  per  cent,  less  all  payments  to  policy  holders  and  local 

agency  expenses. 
1  State  at  the  rate  of  2  per  cent,  less  dividends. 

1  State  at  the  rate  of  2  per  cent,  less  death  losses  and  returned  premiums. 

2  States  at  the  rate  of  2  per  cent,  less  death  losses. 

1  State  at  the  rate  of  IJ  per  cent,  less  State  taxes  on  personal  property. 

1  State  at  the  rate  of  IJ  per  cent,  less  dividends. 
No  Tax  on  Premiums: 

1  State  only. 
Tax  under  Retaliatory  Laws: 

Four  States  tax  only  under  this  method  which  in  effect  imposes  a  tax  upon 
each  company  in  exact  accord  with  the  rate  and  method  imposed  by  its  home 
State  upon  foreign  companies.  It  should  be  noted  that  the  foregoing  schedule 
of  rates  of  taxation  is  varied  as  to  certain  companies  by  virtue  of  retaliatory  pro- 
visions of  law  which  are  to  be  found  in  the  statutes  of  34  States.  For  example: 
The  rate  of  tax  in  New  York  based  on  premium  receipts  is  1  per  cent,  but  under 
its  retaliatory  law  it  collects  2  per  cent  from  Pennsylvania  companies,  2^  per 
cent  from  Ohio  companies,  and  so  on.  The  1  per  cent  rate  which  it  nominally 
imposes  is  applicable  only  to  its  own  companies  and  those  of  other  States 
which  do  not  impose  by  statutory  provisions  more  than  1  per  cent.  Under 
such  complications  and  confusions  few  companies  pay  the  nominal  tax  of  any 
State  and  few  States  charge  all  companies  at  the  same  rates. 

'  "  The  inequality  of  this  gross  income  tax  may  be  tested  in  any  given  locality, 
ascertaining  from  a  representative  number  of  business  concerns  what  the  gross 
receipts  were  for  the  preceding  year,  which  multiplied  by  the  gross  income  tax 
rate  imposed  upon  life  insurance  will  give  the  taxes  they  would  have  paid  if 
they  had  been  taxed  on  the  same  basis  as  life  insurance,  and  then  by  ascertaining 
from  the  public  records  the  taxes  these  concerns  actually  paid.  We  have  taken 
the  trouble  to  make  this  comparison  in  a  number  of  instances.  The  comparison 
discloses  that  if  other  business  enterprises  were,  like  life  insurance,  taxed  on  their 
gross  income  and  at  the  same  rate,  instead  of  by  existing  methods,  their  tax 
under  the  gross  income  tax  system  would  be  increased  many  times  over."  — 
Report  of  Special  Taxation  Committee  adopted  by  the  National  Convention  of 
Insurance  Commissioners  at  Detroit,  August,  1908. 

"  The  insurance  companies  pay  into  the  State  treasury  about  $250,000  each 
year.  They  are  doubly  taxed,  as  compared  with  banks  or  other  classes  of 
property.  The  burden  falls  upon  a  class  of  our  citizens  that  should  be  protected 
by  the  State.  Kentucky  is  out  of  debt  and  I  believe  it  can  afford  to  take  the 
stand  to  regulate  this  business  and  relieve  the  policy  holders  of  the  State  of  this 
additional  burden  of  taxation."  —  Letter  sent  to  Hon.  A.  E.  Willson,  Governor 
of  Kentucky,  on  January  2,  1908,  by  Hon.  H.  R.  Prewitt,  retiring  Insurance 
Commissioner. 
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tion  to  it  worth  his  while.  Furthermore,  the  protective  feature 
of  life  insurance  has  been  minimized  and  often  obscured  from 
view  by  efforts  made  to  extend  life  insurance  where  it  was  not 
really  needed  and  where  it  was  made  to  serve  business  purposes 
on  which  a  tax,  reasonable  in  amount,  might  fairly  be  imposed 
so  long  as  other  human  activities  of  similar  character  are  like- 
wise taxed. 

But  whatever  the  cause  of  present  conditions  this  institution  is 
heavily  burdened  with  taxes,  and,  as  we  believe,  most  unjustly.* 
The  various  States  have  been  misled  as  to  the  character  of  the 
institution,  and  must  be  brought  to  a  better  understanding  of 

'  "  It  is  a  fundamental  principle  of  social  science  that  the  insurance  contract 
itself  ought  to  be  free  from  taxation.  Taxation  ought  to  be  on  property,  on 
production.  Insurance  contracts  produce  nothing.  If  any  tax  is  imposed  on 
insurance  companies  or  insured  persons  as  such,  it  should  be  imposed  on  their 
property  and  not  on  their  contract.  The  taxation  of  premium  receipts  is 
utterly  unscientific.  It  has  no  basis  of  credit  in  the  ultimate  distribution 
of  the  tax.  A  tax  of  3  per  cent  on  a  premium,  when  it  comes  to  a  final 
settlement  in  the  payment  of  policies,  amounts  to  an  enormous  burden  on 
the  widows  and  orphans  of  deceased  policy  holders,  far  beyond  the  tax  levied 
on  any  other  species  of  property  in  the  community."  —  New  York  Evening 

"  Because  of  the  beneficent  character  of  insurance,  I  consider  it  equally  as 
unjust  to  exact  from  policy  holders  anything  above  a  sufficient  sum  to  maintain 
supervision,  aa  that  of  imposing  a  tax  on  school,  church  or  cemetery  property, 
which  is  everj'where  exempt  from  such  extortion."  —  Annual  report  of  Hon. 
Thomas  E.  Drake,  Superintendent  of  Insurance,  District  of  Columbia,  Novem- 
ber 30,  1907. 

"  We  must  conclude,  therefore,*  that  the  taxation  of  life  insurance  assets  or 
life  insurance  premiums  is  wrong  in  principle  and  very  conducive  to  heavy 
taxation  as  well  as  double  taxation."  —  Solomon  S.  Huebner,  University  of 
Pennsylvania,  before  National  Tax  Association,  Columbus,  O. 

Statistics  compiled  by  the  Association  of  Life  Insurance  Presidents  from  the 
official  reports  of  30  States  and  Territories  and  the  Di.strict  of  Columbia  show  an 
astounding  disparity  between  the  cost  of  the  supervision  of  insurance  and  the 
•mount  collected  from  the  policy  holders.  In  only  one  of  these  37  cases  does 
the  amount  of  the  tax  approach  the  cost  of  the  su{)ervislon.  In  the  36  other  in- 
stances the  amount  of  the  taxes  collected  ranges  from  4  to  74  times  the  cost  of 
MipervUon.  Next  to  the  State  that  charges  74  times  the  cost  of  supervision 
eomM  one  charging  41  times  such  cost.  In  four  other  States  the  taxes  collected 
range  from  30  to  40  times  the  amount  expended  to  conduct  the  insurnnce  de- 
partments. In  eight  other  States  the  proportion  ranges  from  '20  to  3U  times. 
In  thirteen  others  the  proportion  is  fnim  10  to  20  times.  In  nine  otiiers,  includ- 
ing the  District  of  Columbia,  it  rangcH  from  4  to  10  times.  Next  and  last  in 
th*  downward  order  is  one  State  which  collects  only  1|  per  cent  of  the  cohI  of 
■uptrviaion.  It  is  interesting  to  note  tlint  thin  State  Imposes  merely  an  anniiiil 
Motfia*  fae  and  yat  tha  prooeads  are  more  than  sufficiont  to  meet  the  cost  of 
■upacvliloB. 
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its  importance  as  a  builder  of  national  prosperity  and  as  a  pro- 
moter of  individual  peace  and  comfort.* 

For  the  purpose  of  this  discussion  life  insurance  may  be 
divided  into  two  classes : 

1.  Assessment  insurance  and 

2.  Old  line  or  level  premium  insurance. 

In  the  class  first  mentioned  premiums  are  payable  frequently, 
usually  once  a  month,  and  the  amount  paid  from  time  to  time  is 
sufficient  to  meet  the  current  death  losses  and  other  expenses,  and 
normally  will  increase  in  amount  from  year  to  year  during  life. 

In  the  latter  case  premiums  are  payable  annually,  or  sometimes 
semiannually  or  quarterly,  and  are  of  definite  and  uniform 
amount,  calculated  in  advance  to  cover  the  cost  for  the  whole 
period  of  life  expectancy  without  increase  in  subsequent  years. 

Speaking  generally,  assessment  insurance  is  not  taxed,  and 
very  properly  so.  Level  premium  insurance  is  taxed  almost 
universally  and  at  rates  amounting  on  the  average  to  about  If 
per  cent  of  all  sums  paid  as  premiums.  This  we  criticise  and 
ask  why  this  distinction  and  discrimination? 

Take  two  groups  of  a  thousand  men  each.  The  first  say  they 
will  insure  themselves  through  assessment  insurance  at  an  in- 
creasing cost  each  year,  thus  placing  the  heavier  burden  upon 
their  later  years  of  life.  The  second  say  they  will  insure  each 
other  on  a  level  premium  basis,  which  simply  means  that  they 
agree  to  pay  more  than  current  cost  for  earlier  years  into  what 
is  termed  a  reserve  fund,  in  order  that  premium  payments  may 
remain  unchanged  during  later  years  of  life. 

Both  groups  pay  the  whole  expense  of  insuring  each  other. 

•  "  The  true  relation  of  the  State  to  life  insurance  has  found  practical  expres- 
sion in  the  laws  and  practices  of  many  of  the  older  countries  of  Europe.  In 
Great  Britain,  for  example,  life  insurance  premiums  are  not  only  free  from  taxa- 
tion, but  that  part  of  a  pHjlicy  holder's  income  which  he  devotes  to  the  payment 
of  premiums  is  exempt  from  the  general  income  tax,  provided  the  amount  so 
used  does  not  exceed  one  sixth  of  his  income.  In  Germany  not  only  is  there  no 
premium  income  tax,  but  life  insurance  among  the  laboring  class  is  compulsory. 
There  is  no  premium  income  tax  in  France,  Belgium,  Austria,  Hungary,  Italy 
or  Spain,  or  even  in  Russia."  —  Report  of  Special  Taxation  Committee  adopted 
by  the  National  Convention  of  Insurance  Commissioners  at  Detroit,  August,  1908. 

"  Insurance  is  a  difficult,  complicated  subject ;  its  principles  and  ramifications 
are  not  understood  except  by  those  who  give  them  special  study."  —  Report  of 
Special  Taxation  Committee  adopted  by  the  National  Convention  of  Insurance 
Commissioners  at  Detroit,  August,  1908. 
2b 
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Neither  gets  more  than  insurance  for  life.  In  both  cases  the  loss 
occasioned  by  deaths  prior  to  the  average  expectancy  of  life  is  dis- 
tributed among  those  who  are  fortunate  enough  to  exceed  it.  In 
one  case  the  State  says  no  tax  shall  be  imposed  on  the  transaction, 
and  in  the  other  it  exacts  a  heavy  toll  from  each  premium  paid. 

In  addition  to  taking  toll  directly  from  the  premiums  paid  by 
policy  holders,  all  States  impose  numerous  fees  and  license 
exactions  which  in  themselves  are  more  than  suflScient  to  cover 
the  cost  of  supervision  in  nearly  every  State.* 

Besides  this  burden  of  special  taxation,  which  totals  more 
than  $9,000,000  a  year,'  life  insurance  companies  pay  taxes 

'  These  annual  fees  arise  and  are  imposed  in  connection  with  matters  incident 
to  the  transaction  of  business  within  the  several  States  as  follows: 
20  States  for  company's  license  ranging  from  $5  to  $300  each. 
45  States  for  canvassing  agent's  license,  SI  to  $7.50  each. 

9  States  for  general  agent's  license,  $3  to  $50  each. 
42  States  for  filing  annual  statement.     (In  one  State  filing  ia  required  with 
three  State  officers  and  a  fee  provided  for  each.) 
28  States  for  publishing  annual  statement. 
11  States  for  summarizing  annual  statement. 
6  States  for  designation  of  agent  for  service  of  procen. 
3  States  for  filing  general  agent's  bond. 
2  States  for  filing  anti-trust  certificates. 
2  States  for  filing  tax  statement. 
2  States  for  filing  power  of  attorney. 
1  State  for  filing  copy  of  charter. 
1  State  for  examination  of  annual  statement. 
1  State  for  filing  certificate  of  valuation. 
1  State  for  registration. 
1  State  for  care  of  deposit. 
•  "  The  insurance  companies  of  the  United  States  are  paying,  through  insui^ 
«nce  departments,  fees  and  taxes  amounting,  in  round  numbers,  to  twelve  mil- 
lion dollars  per  annum.     Approximatoly  two  million  dollars  of  this  amount  comes 
from  fees,  and  ten  million  dollars  comes  from  license  taxes  levied  chiefly  upon 
premium  income.     Inasmuch  as  the   fees  more  than  provide  for  the  cost  of 
operating  the  departments,  it  is  safe  to  say  that  this  ten  million  dollars  per  year 
represents  the  penalty  which  the  law  is  enforcing  against  the  insurance  business." 
—  Address  by  Hon.  E.  E.  Rittonhou.ie,  Commissioner  of  Insurance,  Colorado, 
before  International  Association  of  Accident  Underwriters,  Atlantic  City,  N.J., 
July  0,  1908. 

"  The  aggregate  of  fees  and  taxes  annually  paid  by  the  insurance  companies 
to  the  various  States  of  the  Union  is,  in  round  nunihors,  twelve  millions  of 
dollars,  while  the  cost  of  maintaining  the  sevcrnl  insurunco  di'])urtmcnts  is  but 
two  millions  of  dollars.  Inasmuch  as  all  of  thiit  vast  sum  is  paid  by  policy 
holder*  in  the  shape  of  increased  rates,  the  justness  and  oxpiHliency  of  the  tax 
Is  a  matter  worthy  of  serious  consideration."  —  Annual  Report  of  Hon.  James  V. 
Barry.  CommlHiiiuner  of  Insurance  fur  Michigan,  July,  1008. 
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upon  all  real  estate  held  by  them  at  the  same  rates  paid  by  other 
property  owners.^  Nor  is  this  all.  Some  States  permit  coun- 
ties and  municipalities  to  impose  local  taxes  in  addition  to  those 
imposed  by  the  States  themselves.' 

The  taking  of  this  enormous  sum  annually  from  "  level  pre- 
mium "  life  insurance  policy  holders  doubtless  originated  from 
the  advantages  incident  to  methods  of  indirect  taxation  so 
aptly  described  more  than  a  hundred  years  ago  by  an  eminent 
French  economist  as  a  means  of  "plucking  the  goose  without 
making  it  cry." 

And  it  may  be  truly  said  that  life  insurance  policy  holders 
need  never  have  been  "plucked"  by  State  governments  had 
they  raised  a  general  outcry.'    State  officials  would  never  have 

"  Insurance  companies  are  more  often  subjected  to  sp>ecial  corporation  taxes 
than  any  other  class  of  corporations.  Special  State  taxes  on  one  or  more  classes 
of  insurance  companies  are  found  in  every  State  except  California  (which,  how- 
ever, adopted  such  a  tax  in  1903),  Indian  Territory  and  Nevada."  —  "Revenue 
Systems  of  State  and  Local  Governments,"  by  Carl  C.  Plehn,  Ph.D.,  reprinted 
from  U.  S.  Census  Report  on  "Wealth,  Debt  and  Taxation,"  Government 
printing  office,  1907. 

'"Having  taxed  the  real  estate  and  other  property  of  these  corporations  on 
the  same  basis  as  other  property  is  taxed,  and  imposed  upon  them  in  the  form 
of  fees  the  payment  of  the  cost  of  their  own  supervision,  further  and  additional 
taxation  is  unjustifiable.  The  mere  desire  to  raise  revenue  does  not  warrant 
imposing  upon  life  insurance  a  special  form  of  premium  income  tax."  —  Report 
of  Special  Taxation  Committee  adopted  by  the  National  Convention  of  Insurance 
Commissioners  at  Detroit,  August,  1908. 

'Three  States  permit  counties  to  tax;  six  States  permit  municipalities  to 
tax;    one  State  permits  both  to  tax. 

The  effect  of  permitting  minor  political  divisions  to  impxjse  a  tax  is  shown  by 
the  conditions  existing  in  a  certain  city  in  one  of  the  Southern  States.  The  State 
itself  taxes  gross  premium  receipts  at  the  rate  of  ^  per  cent;  the  county  about 
1  per  cent;  the  city  about  3 J  per  cent,  making  a  total  of  about  5  per  cent  on 
gross  premium  receipts,  nine  tenths  of  which  is  imposed  locally  with  no  regard 
for  equality  or  justice. 

•  "  In  striking  contrast  to  the  unscientific  and  heavy  taxation  of  life  insurance 
companies  in  America,  may  be  mentioned  the  fair  treatment  of  the  business  by 
European  countries.  The  treatment  accorded  to  life  insurance  in  these  coun- 
tries shows  a  proper  understanding  of  the  fundamental  character  of  this  form  of 
insurance  and  reflects  the  progress  which  Europe  is  making  in  solving  the  whole 
complex  problem  of  taxation."  —  Solomon  S.  Huebner,  University  of  Pennsyl- 
vania, before  National  Tax  Association,  Columbus,  O. 

"  The  tendency  for  many  years  has  been  to  take  more  and  more.  There  is  no 
uniformity  in  the  taking.  It  has  come  to  be  a  game  of  grab.  Money  must  be 
had;  policy  holders  are  more  or  less  defenseless.  This  is  an  easy  way  to  get 
money  for  the  State ;  whether  it  is  a  just  way  or  a  proper  way  has  little  considera- 
tion." —  Darwin  P.  Kingsley,  President  New  York  Life  Insurance  Company, 
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regarded  the  act  as  one  calling  for  personal  and  political  credit.* 
Fraternal  insurance  through  its  representative  lodge  organiza- 
tions made  its  opposition  known,  and  it  has  never  been 
plucked,  though  its  protecting  feathers  are  quite  as  numerous 
and  would  be  equally  attractive  as  a  source  of  State  revenue. 

Results  would  have  been  very  dififerent  if  level  premium  life 
insurance  companies  had  been  able  to  devise  a  practical  way 
under  which  the  taxes  imposed  by  each  State  might  be  borne 
directly  by  the  policy  holders  of  that  State.  This  method  would 
at  least  impose  the  burdens  and  extend  the  benefits  to  those 
who  have  sole  power  to  restrain  legislative  hands,  according  to 
their  exercise  of  this  power.  As  it  is  now,  life  insurance  is 
taxed  without  representation.  By  the  necessity  on  the  part 
of  the  companies  of  making  taxes  an  item  of  general  expense, 
the  high  taxes  imposed  by  the  State  of  Ohio,  for  instance,  are 
borne  in  part  by  the  policy  holders  of  Illinois  though  they  have 
no  voice  whatever  in  the  choice  of  Ohio  legislators.  Such  a 
situation  imposed  upon  three  million  American  people  produced 
a  revolution  about  one  hundred  and  thirty  years  ago,  but  to-day 
twenty  million  life  insurance  policy  holders  sit  supinely  by  and 
tolerate  a  worse  one.  Certain  companies  established,  and  for  a 
time  tried  to  maintain,  a  system  of  deducting  from  dividends 
to  the  policy  holders  of  a  given  State  the  taxes  imposed  by  that 
State,  but  owing  to  misunderstanding  by  policy  holders  and 
public  officials  this  raised  the  cry  of  discrimination,  which  it  was 
not,  and  threat  of  prohibitory  legislation. 

The  alternative,  and  doubtless  preferable,  course  is  to  bring 
about  substantial  uniformity  in  rate  and  method  of  taxation 
among  the  several  States.     If,  as  the  Supreme  Court  has  so  far 

before  National  Convention  of  Insurance  Conimisaioners,  Richmond,  Va.,  Sep- 
tember 17,  1907. 

'  "  In  your  Biennial  Mcmage  to  tlie  Sixth  Legislature  of  Idaho,  dated  Janu- 
ary 7,  1901,  urging  the  creation  of  this  Department  and  the  forming  of  a  system 
of  taxation  for  insurance  companies,  you  stiitcd  tliiit  in  )'our  opinion  such 
'would  add  a  considerable  sum  to  the  revenues  of  tlu>  State'  Your  prc<liction 
and  expectations  have  been  fully  verifiod;  and  I  congratulate  you  on  the  great 
financial  residt  of  the  creation  of  the  Department.  iW  reference  to  diitn  here- 
with you  will  note  that  the  total  amoimt  received  from  all  sources  in  tlit<  past 
two  years  is  t44,2K2.7A,  and  the  disbursements  for  the  same  periixl  S4,4(i().45, 
leavins  a  net  income  for  the  State  of  tliU.Hl'A.'M)."  Hoport  of  Inmiriince  Com- 
Hllwiooer  of  Idalio  to  the  Governor  of  tliut  State,  January  1,  1UU3. 
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held,  insurance  has  no  rights  which  the  Federal  Constitution  can 
enforce  or  even  recognizes,  and  it  is  to  be  made  a  football  which 
State  legislatures  can  kick  across  pohtical  dividing  lines  at  will, 
under  rules  of  their  own  making,  policy  holders  and  their 
representatives  must  demand  that  justice  umpire  the  game  and 
fair  play  shall  act  as  referee  on  points  of  conflicting  interests. 
,  There  is  no  equity  in  permitting  Pennsylvania  to  exact,  by 
way  of  taxation,  funds  required  to  meet  obligations  to  policy 
holders,  at  the  rate  of  2  per  cent  of  each  premium  collected, 
while  other  States  are  collecting  at  the  rate  of  1  per  cent  or 
less.  Neither  is  it  equity  to  tax  this  most  worthy  and  neces- 
sary institution  at  rates  many  times  exceeding  those  imposed 
upon  business  enterprises  nearest  akin  to  it. 

We  come,  therefore,  to  two  fundamental  requirements.  First: 
In  order  to  do  justice  between  poUcy  holders  of  the  different 
States,  the  rate  and  method  of  taxation  of  the  several  States 
should  be  substantially  uniform.  Second:  To  do  justice  be- 
tween the  whole  citizenship  of  a  State  who  receive  the  benefits  of 
government  and  therefore  of  taxes  imposed  for  its  support,  and 
that  group  of  citizens  who  are  required  to  pay  the  tax  imposed 
upon  them  as  policy  holders,  the  tax  must  bear  a  reasonable 
relationship  to  taxes  upon  other  enterprises. 

The  first  proposition  involves  the  necessity  for  concerted  ac- 
tion between  the  several  States.  The  second  requires  that  uni- 
formity should  be  reached  by  a  reduction  of  rates  in  those 
States  which  hitherto  have  been  guilty  of  taking  the  "lion's 
share"  of  tax  collections.  With  the  present  system  of  taking  a 
portion  of  the  premiums  each  year  as  toll,  the  States  have  singled 
out  the  insurance  business  from  all  others  for  the  imposition 
of  an  income  tax.^ 

'  "  In  many  cases  life  insurance  is  the  only  business  on  which  an  income  tax  is 
imposed.  Some  States  impose  it  upon  fire  as  well  as  life  insurance.  As  a  rule, 
however,  the  States  impose  no  income  tax  except  upon  insurance.  There  are 
few  instances  other  than  this  where  a  State  has  by-laws  imposed  an  income  tax 
upon  the  income  of  a  single  form  of  business  and  exempted  all  others.  We  have 
found  no  instance  of  an  income  tax  law  limited  solely  to  any  other  single  class  of 
business.  Singling  out  life  insurance  for  this  special  form  of  tax  is  flagrant 
discrimination,  indefensible  and  intolerable."  —  Report  of  Special  Taxation 
Committee  adopted  by  the  National  Convention  of  Insurance  Commissioners  at 
Detroit,  August,  1908. 

"  It  seems  to  me  to  be  of  primary  importance  that  you  be  prepared  to  show  the 
injustice  of  levying  this  ten  millions  of  income  tax  upon  insurance  and  exempt- 
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It  is  a  pleasure  to  note  here  that  owing  largely,  as  I  believe,  to 
the  prominence  given  to  the  subject  of  life  insurance  by  adverse 
criticism  of  certain  men  and  methods,  the  nature  of  the  institu- 
tion and  its  proper  functions  are  better  understood  and  more 
widely  appreciated  to-day  than  ever  before.  As  a  result  the 
policy  holder  and  his  direct  representatives  in  State  government 
are  making  intelligent  demands  that  must  be  heeded.  Among 
these  demands  are  included  immediate  and  equitable  returns  in 
the  way  of  dividends,  rigid  economy  in  matters  of  expense  and 
proper  regard  for  character  of  reserve  funds  held  for  policy 
holders. 

In  connection  with  demands  for  economy  in  cost  of  getting 
new  business  and  in  conducting  the  home  office,  it  now  becomes 
apparent  that  one  of  the  chief  items  of  expense  is  beyond  the 
control  of  the  company  management.  This  item  is  the  tax  im- 
posed by  the  States  themselves;  and  while  all  other  elements 
of  cost  show  material  reductions,  taxes  have  steadily  increased.* 

ing  all  other  corporations.  If  this  revenue  must  be  collected  from  the  corpora- 
tions, let  it  come  from  all  of  them  in  equal  and  just  proportion.  A  very  slight 
increase  in  the  general  corporation  tax  would  relieve  the  policy  holders  and  the 
insurance  companies  of  this  unjust  burden  and  distribute  it  among  all  corpora- 
tions so  lightly  that  none  would  feel  it."  — Address  by  Hon.  E.  E.  Rittenhouse, 
Commissioner  of  Insurance,  Colorado,  before  International  Association  of  Acci- 
dent Underwriters,  Atlantic  City,  N.J.,  July  9,  1908. 

*  "  Life  insurance  taxes  either  increase  the  cost  of  insurance  or  diminish  the 
amount  of  it.  In  the  one  case,  they  fall  on  the  policy  holders;  in  the  other,  on 
the  beneficiaries  of  the  insurance."  —  Report  of  Special  Taxation  Committee 
adopted  by  the  National  Convention  of  Insurance  Commissioners  at  Detroit, 
August,  1908. 

"  The  policy  holders  should  recognize  this  (taxation)  clearly  as  an  item  of 
expense  outside  the  company's  control  and  as  a  tax  on  their  individual  savings, 
prevision  and  thrift.  Our  tax  bills  amount  to  20.8  per  cent  of  all  management 
and  investment  costs,  including  commissions  to  agents,  office  maintenance,  and, 
in  short,  one  fifth  of  the  total  expense  account-  Apart  from  taxes,  there  has 
been  a  reduction  in  all  other  items  of  expense,  making  it  possible  to  report  a 
favorable  experience  in  the  three  great  factors  of  a  successful  life  insurance  busi- 
ncaii,  mortality,  expenses  and  interest."  —  Letter  of  Joseph  A.  DeBoer,  President 
of  National  Life  Insurance  Company  of  Vermont,  to  policy  holders,  July  17,  1907. 

"In  1905  (the  figures  for  1900  not  being  yet  reportctl)  forty-one  companies 
reporting  to  New  York  returned  to  their  policy  holders,  in  dividends, 
$.1.^,741,701.09  (of  which  sum  the  Connecticut  Mutual  Life  Insurance  Company 
returned  tl, 114,258.76);  and  in  that  year  tiieiie  companies  paid  into  the 
treasuries  of  the  governments  and  States  in  which  they  were  doing  business,  in 
tAzes,  the  sum  of  19,212,334.39,  —  equal  to  25.77  per  cent  of  the  entire  divi- 
dMKU  r«turne<l.  Take  from  the  total  taxes  those  paid  on  real  rstiite, 
§3,010,060.02,  which  in  many  iiiNlaiicos  had  already  paid  its  local  tax,  and 
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For  years  the  companies  themselves,  represented  by  their 
executive  officers,  pleaded  and  expostulated  largely  in  vain. 
To-day  the  real  payers  of  the  tax  are  awakening  and  their 
voices  will  soon  be  heard. 

Now  that  they  know  that  taxes  either  reduce  dividends  to 
policy  holders  or  raise  premium  rates  and  have  no  effect  upon 
executive  salaries  or  agents'  commissions,  taxation  will  be 
determined  by  reasonableness-of-rate  rather  than  by  ease-of- 
collecting. 

Yes!  Yes!  you  say,  but  what  do  you  propose  to  do  about 
it  ?  What  can  we  as  policy  holders  do  about  it  ?  In  answer 
I  say  I  have  a  suggestion  to  make  and  a  solution  to  offer, 
though  I  hesitate  to  present  it  to  this  gathering  of  students 
and  experts,  because  I  cannot  claim  a  scientific  basis  for  it  nor 
sustain  it  on  any  other  than  practical  grounds.*     I  set  it  forth 

therefore  suffered  a  double  tax,  and  aasuming  that  this  asset  of  a  life  company 
should  bear  a  tax,  —  and  there  is  no  sound  reason  for  the  distinction,  —  the 
balance,  $7,202,277.47,  credited  purely  to  the  insurance  taxes,  licenses  and 
fees,  was  equal  to  20.15  per  cent  of  the  total  dividends  returned  by  these  com- 
panies. If  these  taxes  had  not  been  paid,  the  cost  of  insurance  to  the  policy 
holders  would  have  been  just  so  much  lessened ;  and  the  companies  could  have 
increased  their  returns  of  surplus  in  that  year  by  that  amount,  and  still  have  had 
on  hand  the  amount  of  undivided  surplus  that  the  official  reports  for  that  year 
show.  If  these  taxes  had  not  been  added  to  the  expenses  of  the  business,  and 
were  therefore  made  available  for  that  purpose,  at  the  average  age  and  average 
premium  the  members  of  the  companies  could  have  purchased  for  themselves  or 
their  beneficiaries  more  than  two  hundred  and  twenty  millions  of  dollars  of 
additional  insurance."  —  John  M.  Taylor,  President  of  Connecticut  Mutual 
Life  Insurance  Company,  in  annual  statement  made  January  22,  1907. 

"  Why  should  not  the  State  and  the  public,  which  wisely  and  vigorously  resent 
and  prohibit  by  drastic  laws  in  the  interest  of  the  policy  holders  and  of  the 
beneficiaries  of  insurance  the  diversion  of  such  funds  for  political  campaign 
purp>oses  or  for  extravagance  in  management,  see  with  equal  clearness  the  un- 
wisdom of  their  diversion  at  the  instance  of  the  State  itself  from  their  appropriate 
use  to  increase  the  revenues  of  the  State  7  Does  not  two  dollars  taken  from  the 
company  by  the  State  out  of  every  $100  a  policy  holder  pays  for  the  premium 
either  correspondingly  increase  the  sum  the  policy  holder  must  pay,  or  reduce 
the  insurance  benefits  he  thereby  buys,  just  the  same  as  if  the  two  dollars  were 
diverted  by  the  management  to  political  campaign  contributions  or  used  by 
them  in  extravagant  expenditure?  "  —  Report  of  Special  Taxation  Committee 
adopted  by  the  National  Convention  of  Insurance  Commissioners  at  Detroit, 
August,  1908. 

'  "  We  conclude  then  that  taxation  of  life  insurance  assets  and  premiums  is 
wrong.  If  it  is  wrong,  the  taxes  should  not  be  levied.  Life  insurance  is  not  a 
business  which  requires  repressive  measures  in  the  way  of  penalties  for  its  con- 
tinuance.    The  beneficent  characteristics  of  life  insurance  are  so  well  understood 
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as  a  step  in  the  right  direction  coming  within  the  possibility  of 
immediate  attainment.  On  this  basis,  and  because  it  will  do 
material  justice,  I  urge  it  for  consideration  here  and  elsewhere. 

The  suggestion  is  that  the  rate  of  taxation  in  States  now  im- 
posing the  higher  rates  be  moderately  and  gradually  reduced  by 
changing  the  law  so  as  to  permit  companies  to  pay  taxes  upon 
net  premium  receipts  instead  of  upon  gross  receipts,  i.e.  to  deduct 
from  the  sum  of  their  gross  premium  receipts  on  which  taxes  are 
now  computed,  all  moneys  paid  back  into  the  State  during  the 
year  by  way  of  death  losses,  surrender  values,  endowments,  etc., 
as  well  as  for  expenses  of  local  agency  organizations. 

Most  theorists  fail  to  recognize  that  to  the  average  legislator 
a  State  line  is  not  an  imaginary  political  boundary  but  a  high 

in  most  countries  that  the  companies  carrying  on  the  business  in  them  have  been 
fostered  and  protected  and  not  in  general  been  burdened  by  heavy  taxation.  In 
England  the  companies  have  to  pay  the  income  tax  on  investments,  but  this 
corresponds  to  our  corporation  tax  and  is  not  a  second  tax  upon  assets.  In 
striking  contrast  to  the  almost  universal  premium  tax  in  this  country,  England 
does  not  levy  such  a  tax,  but  rather  offers  a  reward  for  saving  in  this  direction. 
Each  policy  holder  who  is  liable  to  the  income  tax  is  allowed  to  deduct  in  his 
return  the  amount  of  premiums  paid  by  him  on  life  insurance  policies  up  to  the 
extent  of  one  sixth  of  his  income.  Holland  in  the  laws  in  the  early  nineties, 
which  introduced  the  taxation  of  capital  and  of  income  in  that  country,  particu- 
larly favored  life  insurance.  In  the  law  imposing  a  tax  upon  capital,  life  insur- 
ance policies  were  exempted  from  taxation,  and  the  income  tax  law  allows  life 
Insurance  premiums  up  to  an  amount  of  forty  dollars  to  be  deducted  from  the 
income  which  is  liable  to  taxation..  This  fair  treatment  of  the  insurance  busi- 
ness by  England  and  Holland  is  due  to  a  considerable  extent  to  the  progress 
which  has  been  made  in  those  countries  in  all  matters  pertaining  to  taxation  in 
general,  but  it  also  shows  a  knowledge  of  the  true  nature  of  the  life  instiranoe 
business  which  has  been  so  sadly  lacking  in  this  country."  —  "The  Investments 
of  Life  Insurance  Companies,"  by  Lester  W.  Zartman,  Ph.D.,  Instructor  in 
Insurance,  Yale  University. 

"  The  business  of  life  insurance,  as  it  seems  to  me,  is  peculiar.  It  differs  from 
others  in  being  not  strictly,  if  I  may  say  so,  a  money-making  business.  I  know 
that  persons  get  up  insurance  companies  in  order  to  advance  their  own  interest.s, 
but  the  primary  object  of  the  insurance  office  is  to  protect  other  people,  particu- 
larly the  poor;  it  is  to  help  the  poor.  I  say,  therefore,  it  is  not  primarily,  as 
compared  with  many  other  businesses,  a  money-making  business.  On  that 
•eoount,  as  it  Mems  to  me,  it  has  a  title  to  certain  consideration.  Now,  what 
is  proposed?  A  tax  on  premiums.  What  are  the  premiums?  The  premiums 
are  thenuwlves  a  tax.  The  premiums  constitute  the  tax  which  the  person  in- 
mutd  pays  for  his  insurance.  That  is  the  precise  case.  I  state  it  in  thi.s  way  in 
order  to  reduce  it,  if  I  may  say  so,  to  its  most  naked  form."  —  Speech  by  Charles 
Sumner  in  United  Btatoe  Senate  in  1862,  In  opposition  to  proposition  to  tax  life 
fnt^v^****  funda.  The  propodtlon  waa  defeated.  (See  Congressional  Debates, 
1M8.) 
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board  fence  through  which  and  over  which  his  political  vision 
does  not  extend.  To  be  sure  he  makes  a  political  balloon 
ascension  every  four  years  and  occasionally  opens  a  gate  to  let 
out  or  in  Congressmen  and  United  States  Senators,  but  beyond 
this  his  State  is  politically  and  economically  his  world.  Inter- 
state commerce  has  established  some  highways  which  he  cannot 
control,  but  the  toll  gate  is  still  set  against  the  business  of  Ufe 
insurance. 

The  individual  citizen  within  this  domain  has  some  rights 
protected  by  the  Federal  Constitution,  an  agreement  entered 
into  when  the  present  fence  was  erected,  but  since  corporations 
were  then  unborn  children  of  commerce  their  existence  could 
not  be  foretold  nor  their  interstate  relationship  provided  for 
and  protected,  and  it  was  not.  Unfortunately,  the  doctrine  of 
comity  is  recognized  by  the  average  legislator  when  it  comes  to 
getting  rights  for  his  constituents  in  other  States  and  is  not  very 
seriously  considered  when  invoked  in  behalf  of  the  citizen  of 
another  State.  When  an  insurance  company  enters  the  State 
and  takes  from  the  jurisdiction  of  local  taxation  certain  moneys, 
of  which  under  the  level  premium  system  only  a  portion  will 
immediately  be  returned,  he  views  the  act  as  unfriendly.  He 
may  know  that  under  the  contract  all,  save  what  is  actually 
consumed  in  necessary  expenses  of  the  business,  must  and 
will  be  returned  eventually,  but  temporarily  the  money  is  gone. 
It  matters  not  that  the  State  to  which  it  has  gone  exempts  it 
from  taxation  there.  He  does  not  even  realize  that  the  corpo- 
rations to  which  it  has  been  sent  will  return  a  large  part  of  it 
directly  and  indirectly  for  local  investment  and  to  build  and 
operate  local  instruments  of  commerce  which  in  effect  bring  the 
State  nearer  to  the  markets  which  consume  its  products.  He 
sees  the  money  going  and  is  doubtful  as  to  its  return.  This 
argument  of  the  loss  to  the  State  of  taxable  wealth  seems  to 
remain  after  he  has  been  driven  from  every  other  position,  and 
finally  to  his  mind  it  affords  the  wide  distinction  between  assess- 
ment insurance  and  level  premium  insurance.  Then  again,  after 
all  argument  is  ended,  his  State  "needs  the  money"  and  he  can 
consent  to  no  radical  changes  "under  present  circumstances." 
Let  us  therefore  propose  something  that  is  not  radical  and  which 
meets  the  other  objection.     First,  taxation  by  counties,  cities 
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and  villages  must  be  abolished  everywhere.  Equality  of  rate  and 
method  can  never  be  approximated  unless  restraint  is  imposed 
by  the  State  itself  upon  its  political  subdivisions.  Let  life 
insurance  companies  be  permitted  to  deduct  from  their  gross 
premium  collections  within  the  State  all  money  returned  to  the 
State  within  the  year  under  their  policy  contracts,  such  as  death 
losses,  dividends,  surrender  values  and  also  expenses  paid  on 
account  of  local  agencies.  Then  let  the  premium  tax  be  appHed 
to  the  balance.  In  effect  this  will  not  make  much  reduction 
to  companies  just  entering  the  State  nor  on  new  business  of  any 
company.  It  will,  however,  work  a  reduction  of  tax  to  every 
company  in  proportion  to  the  amount  of  money  it  returns  to 
the  State  during  the  year  for  which  the  tax  is  imposed.  If  it 
be  said  that  under  this  plan  a  company  which  paid  into  a  State 
in  any  year  more  money  than  it  drew  out  would  be  relieved 
from  all  taxation,  I  ask,  why  not  under  such  circumstances? 
If  any  other  corporation  or  institution  wished  to  pay  to  the 
citizens  of  a  State  more  money  than  it  took  away  from  them, 
would  not  the  legislator  jump  at  the  chance  of  bringing  it 
about  if  exemption  from  taxation  would  accomplish  it? 

This  plan  is  not  new  or  untried,  for  it  exists  in  just  this  form 
now  in  at  least  one  State,  and  in  a  modified  form  in  several 
others.  It  involves  no  change  in  the  now  almost  universal  plan 
of  basing  taxation  of  Ufe  insurance  companies  on  their  premium 
receipts.  In  most  instances  it  would  call  for  the  insertion  by 
way  of  amendment  to  existing  statutes  of  less  than  one  sentence. 
In  order  that  this  plan  should  tend  toward  equity  between 
policy  holders  of  different  States  the  amendments  should  be 
proposed  and  urged  only  in  States  exacting  taxes  higher  than 
the  average  rate. 

I  am  quite  ready  to  admit  that  my  suggestion  will  not  fit  into 
any  Utopian  system,  but  it  is  a  step  in  the  right  direction.  I 
claim  for  it  the  possibility  —  nay  more  than  that  —  the  prob- 
ability of  its  early  adoption.  This,  at  least,  I  hope  may  dis- 
tinguish it  from  the  more  elaborate  and  really  scientific  plans 
of  others  which  doubtless  would  accomplish  greater  reform 
were  they  within  range  of  accomplishing  anything. 


DISCUSSION  ON  LIFE  INSURANCE  TAXATION 

,    The  Chairman:   The  papers  are  now  open  for  discussion. 

Mr.  William  A.  Robinson  (Kentucky) :  Do  the  insurance 
companies  deduct  taxes  paid  to  any  State  from  the  dividends 
paid  to  policy  holders  in  that  State,  or  are  they  deducted  from 
the  dividends  of  any  particular  locality? 

Mr.  Cox  (New  York) :  No,  I  don't  believe  they  are  at  the 
present  time.  There  was  a  time  about  thirty  years  ago  when 
some  few  companies  for  a  number  of  years  practiced  it,  but  my 
information  is  that  the  last  company  to  hold  on  has  abandoned 
it  within  the  last  year  or  two. 

Mr.  Robinson  (Kentucky) :  Would  it  not  help  to  cure  it  if 
we  could  make  the  Pennsylvania  and  Ohio  people  feel  this  thing 
by  having  to  receive  less  dividends  by  reason  of  their  State's 
action?  Would  not  that  help  to  bring  about  a  reform?  In 
other  words,  is  it  fair  for  the  State  that  taxes  at  a  lower  rate 
to  help  bear  the  burden  and  contribute  to  Pennsylvania  and 
Ohio? 

Mr.  Cox  (New  York) :  It  is  not  fair;  and  to  answer  your 
question,  I  believe  that  would  be  a  very  good  thing  to  do,  but 
it  is  attended  with  very  great  practical  difficulties.  For  in- 
stance, you  must  remember  that  in  deducting  the  tax  from 
dividends,  the  dividends  are  frequently  a  comparatively  small 
amount,  and  the  tax  rate  in  comparison  with  the  dividends  is 
comparatively  a  small  amount,  and  you  have  to  compute  hun- 
dreds and  thousands  of  different  little  items.  Then  when  you 
are  again  confronted  by  taxation  from  the  counties  and  munici- 
palities, you  still  have  another  element  to  inject  into  it,  for  they 
in  their  turn  should  bear  their  burden  likewise  for  their  citi- 
zens; and  as  a  practical  working  matter  in  the  home  offices 
of  the  company  it  is  almost  impossible  to  carry  out  that  system. 
That  is  the  objection,  not  on  theory,  but  in  practice. 

Mr.  Robinson  (Kentucky) :  Do  any  of  the  States  tax  on  the 
value  of  insurance  policies  in  the  hands  of  the  individuals  ? 

879 
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Mr,  Cox  (New  York) :    No,  sir. 

Mr.  Robinson  (Kentucky) :  I  know  it  has  been  attempted. 
It  was  suggested  by  the  auditor  of  our  State  that  that  should  be 
done  —  that  the  value  of  the  insurance  policy  in  the  hands 
either  of  the  man  who  paid  the  premium  or  of  the  beneficiary 
should  be  classed  as  personal  property  and  estimated  and  taxed 
as  personal  property. 

Mr.  Cox  (New  York) :  The  only  place  that  that  is  done  is  in 
the  State  of  Massachusetts,  which  imposes  a  tax  upon  the 
reserve  fund,  which  of  course  represents  the  policy  holder's 
money  under  the  contract.  There  has  been  no  attempt  to 
impose  it  on  the  policy  holder  individually.  That  system  would 
show  the  policy  holder  what  he  was  being  taxed,  and  put  him 
as  a  barrier  between  the  State  and  excessive  taxation.  That 
system  would  be  most  welcome,  I  take  it,  from  the  standpoint 
of  life  insurance  companies,  but  the  difficulty  is  to  get  the 
States  to  do  it  —  that  is,  taking  the  man  at  home  who  votes. 
They  would  rather  tax  the  other  man  in  other  States  who  does 
not  vote.  You  can  hardly  urge  it  in  one  State  so  long  as  the 
plan  does  not  prevail  in  the  other  States.  You  can  impose  no 
tax  on  life  insurance  without  taking  into  serious  consideration 
what  is  done  in  other  States. 

Mr.  Purdy  (New  York) :  Would  it  be  practicable  and  legal 
in  every  case  to  require  the  payment  from  the  policy  holder  to 
the  company  of  the  amount  of  his  premium  plus  the  tax  that 
would  be  imposed  upon  the  premium  in  that  State,  and  keep 
account  of  premiums  always  less  taxes  imposed  upon  that  par- 
ticular premium  payment.  The  company,  for  example,  would 
receive  a  hundred  dollars  net,  and  it  would  charge  the  policy 
holder  as  premium  $101,  $101.50,  $105,  as  in  the  State  of 
South  Carolina. 

Mr.  Cox  (New  York) :  I  have  no  doubt  that  plan  could  be 
worked,  and  it  would  be  both  legal  and  practicable;  but  the 
objection  is  that  the  taxation  scheme  rests  primarily  upon 
existing  policy  contracts  which  ilo  not  so  provide.  In  other 
words,  you  could  make  a  policy  contract  that  would  do  just 
as  you  say,  and  it  would  look  to  the  future,  but  you  are  con- 
fronted with  those  millions  of  insurance  policy  contracts  in 
force  to  which  it  cuuld  nut  be  applied  because  the  contract  rate 
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is  a  definite,  specific  sum  for  which  no  provision  is  made  for 
taxation.  Then,  on  the  practical  side,  you  are  confronted  with 
the  matter  of  competition.  We  represent  insurance  companies 
among  ourselves  which  compete  with  each  other  for  business, 
and  any  company  which  undertakes  to  impose  what  looks  like 
a  burden  will  be  opposed  by  other  companies  on  that  ground  in 
competition,  and  this  presents  a  most  difficult  problem, 

Mr.  Edmund  Jackson  (Illinois) :  This  plan  was  tried  by  the 
Modern  Woodmen  in  South  Dakota.  The  charges  against  that 
fraternal  society,  and  in  fact  all  fraternal  societies  in  that  State, 
were  so  much  in  excess  of  charges  in  other  States  that  the 
Modern  Woodmen  adopted  a  by-law  requiring  their  officers  to 
collect  extra  monthly  payments  in  that  State  for  the  purpose  of 
offsetting  the  extra  charges  there ;  but  the  amount  was  so  small 
and  made  so  much  trouble  that  they  finally  abandoned  it. 
I  don't  think  there  is  any  question  about  the  equity  of  it,  but 
they  found  it  was  impracticable. 

In  the  gentleman's  paper  I  note  that  he  asked  the  question 
why  so-called  old-line  companies  are  assessed  and  fraternal 
societies  or  assessment  companies  are  not  assessed.  In  Illinois 
that  is  not  the  case.  The  reverse  is  true,  strange  as  it  may  seem. 
It  is  true  that  assessment  societies  or  fraternal  societies  do  not 
have  very  large  sums  of  money  on  hand,  but  whatever  amount 
they  may  have,  if  it  be  only  SlOO  in  the  contingent  fund,  is  liable 
to  assessment,  while  on  the  other  hand  the  old-fine  companies 
may  offset  their  assets  by  figuring  their  return  premiums  and 
other  liabilities  so  as  practically  to  offset  all  or  nearly  all  of 
their  assets.  The  result  of  it  is,  that  a  little  society  that  I  have 
in  mind,  that  has  less  than  sixty  millions  of  dollars  in  reserve 
and  only  about  thirty  miUions  in  money,  I  believe  pays  more 
taxes  in  Illinois  than  any  one  of  the  largest  of  the  large  companies 
operating  in  that  State.  There  are  a  great  many  inequalities 
in  this  line  of  assessment  and  taxes,  just  as  there  is  in  any  other; 
I  don't  recognize  the  difference.  The  gentleman  also  asks  the 
question  why  these  assessment  societies  are  given  some  privi- 
leges that  old-line  companies  do  not  possess.  The  theory  of  the 
assessment  or  fraternal  society  is  this  —  that  it  is  organized 
wholly  and  solely  for  the  protection  of  the  home,  and  for  that 
reason  the  beneficiary  is  restricted  to  a  member  of  the  family 
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of  the  person  joining  the  society.  He  cannot  make  his 
benefit  payable  to  his  estate;  he  cannot  make  it  payable  to  a 
creditor;  but  he  must  make  it  payable  to  a  member  of  his  home, 
and  he  goes  into  the  society  wholly  and  solely  for  the  purpose 
of  protecting  his  home. 

By  reason  of  this,  the  law  in  several  States  gives  those  societies 
some  little  advantages,  coupled,  however,  with  some  little  dis- 
advantages. They  require  that  they  shall  be  working  on  the 
lodge  system,  or  some  representative  form  of  government  which 
often  makes  a  very  expensive  form  of  government  to  keep  up ; 
but  it  is  in  the  law,  and  there  is  no  special  objection  to  it  further 
than  the  expense.  It  is  for  this  reason  —  because  the  primary 
object  of  those  societies  is  the  protection  of  the  home  —  that 
they  are  granted  certain  privileges  under  the  law  that  are-  not 
granted  to  the  old-line  companies. 

Mr.  Cox  (New  York) :  May  I  just  say  a  word  in  order  that 
a  wrong  impression  may  not  go  forth  from  what  the  gentleman 
has  said  in  reference  to  taxation  of  companies  in  Illinois  ?  Illi- 
nois is  one  of  the  States  that  has  this  retaliatory  or  reciprocal 
law,  so  that  all  the  old-line  companies  pay  a  tax  according  to 
their  receipts.  The  New  York  companies  pay  1  per  cent;  Ohio 
companies  2\  per  cent;  Pennsylvania  companies  2  per  cent; 
Maine  companies  1^  per  cent;  and  Indiana  companies  some 
other  way;  so  that  the  great  bulk  of  your  premium  receipts  in 
the  State  of  Illinois  are  taxed  in  varying  rates  under  this  re- 
ciprocal or  retaliatory  law.  Though  the  State  says  it  does  not 
tax,  it  does  really  tax  under  that  law. 

Mr.  Morrill  N.  Drew  (Maine) :  A  man  takes  out  a  policy 
of  110,000  to  protect  his  home  and  family.  He  may  take  out 
a  policy  of  endowment  in  the  nature  of  protection  to  his  home 
and  also  as  an  investment.  He  may  also  buy  an  annuity  for 
his  own  protection  only,  for  his  own  benefit.  Can  there  be  any 
difference  in  that  class  of  policies? 

Mr.  Cox  (New  York) :  I  think  a  distinction  should  be  drawn. 
In  ray  paper  I  referred  to  the  fact  that  a  few  policies  did  not 
operate  in  the  way  I  described.  An  endowment  policy  is 
an  investment,  and  you  get  to  that  question  on  the  proper 
ground  that  the  money  put  into  the  endowment  policy  is  in- 
vested and  taxed  in  other  chunncls  and  elsewhere.     But  the 
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insurance  money  may  be  invested  in  evidences  of  debt,  and 
most  of  us  believe  that  those  evidences  of  debt  should  not  be 
taxed.  They  are  taxed  in  the  corporations  in  which  the  money 
is  invested,  or  in  various  and  different  ways.  But  in  answering 
the  gentleman's  question,  I  assume  I  should  not  oppose  drawing 
the  distinction,  if  it  were  practicable  and  possible,  between 
those  classes  of  insurance. 

Mr.  L.  G.  Powers  (Washington) :  Is  it  not  true  that  in  the 
old-line  companies,  whether  endowment  or  straight  life,  the 
amount  received,  theoretically  at  least,  is  severable  into  two 
parts  —  one  for  insurance  and  the  other  a  reserve  which  is  in 
the  nature  of  a  saving  to  protect  against  future  extra  premiums 
and  losses  ?  And  is  it  not  true  that  if  we  are  to  put  this  insur- 
ance legislation  relating  to  taxation  on  a  practical  basis,  we  must 
consider  that  the  taxation  of  the  reserve  of  life  insurance  of 
the  old-line  companies  is  exactly  on  the  line  of  taxing  savings 
banks  reserves,  and  that  the  other  part  of  the  premium  is  on 
the  same  basis  as  that  of  the  assessment  concerns?  And  do 
we  not  reach  the  basis  of  correct  taxation  of  those  concerns 
if  we  separate  the  two,  and  insist  that  the  saving  fund  or  reserve 
of  life  insurance  should  be  taxed  no  more,  no  less,  no  otherwise 
than  the  saving  fund  of  savings  banks? 

Mr.  Cox  (New  York) :  The  difficulty  of  answering  that 
question  arises  primarily  from  this  —  that  the  different  States 
treat  savings  banks  funds  in  a  different  way.  For  instance,  in 
the  District  of  Columbia  they  must  tax  savings  banks  deposits, 
judging  from  the  gentleman's  remarks.  When  he  gets  over  into 
New  York,  he  will  find  that  State  believes  that  savings  banks 
deposits  should  not  be  taxed,  and  they  are  exempted  from 
taxation;  and  that  is  true  in  some  other  States;  so  that  we 
have  varying  conditions  and  views  as  to  that  feature  in  different 
States.  But  on  the  question  of  the  endowment  insurance  being 
a  fund  of  savings,  my  suggestion,  if  you  will  note,  was  that  the 
moneys  returned  to  the  States  be  credited  against  the  gross 
premium  receipts,  the  theory  being  that  even  an  endowment 
payment  on  going  back  to  the  State  reduces  the  amount  of  the 
tax,  and  it  reduces  it  because  it  is  returned  to  that  State's  funds, 
which  presumably  will  be  taken  care  of  by  local  taxation. 
The  difference  between  the  gross  tax  and  what  has  been  returned 
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constitutes  the  net  premium  receipts  —  never,  in  effect,  leaves 
the  State;  it  is  sent  out  to-day  and  it  comes  back  to-morrow; 
it  is  there  subject  to  the  purposes  of  the  State  and  of  the  taxing 
power  according  to  the  way  in  which  that  State  exercises  the 
power,  each  of  course  varying  its  condition.  That  was  one 
basis  for  my  argument. 


THE  TAXATION  OF  MINERAL  RESOURCES  IN 
CANADA 

By  Professor  O.  D.  Skelton 
Queen's  University,  Kingston,  Ont. 

The  taxation  of  mineral  resources  is,  from  the  nature  of  its 
object,  of  less  universal  appeal  than  any  other  phase  of  the 
fiscal  question.  Everywhere  men  own  houses  and  lands, 
mortgage  property  and  bequeath  estates.  But  it  is  in  only  a 
minority  of  the  commonwealths  on  this  continent  that  the 
possession  of  rich  mineral  deposits  afifords  the  budget  maker  an 
opportunity  and  a  problem. 

On  this  side  of  the  line,  at  least,  there  is  general  agreement 
that  the  opportunity  should  be  improved,  and  the  mineral 
wealth  of  the  nation  be  made  in  some  form  or  other  to  pay  toll 
to  the  treasury.  A  plausible  case  has  been  made  out  for  State 
ownership  and  operation,  especially  in  the  case  of  coal  mines; 
but  such  a  proposal  involves  a  further  advance  toward  pater- 
nalism than  our  American  traditions  and  requirements  warrant, 
at  least  as  a  general  poUcy.  A  recognition  of  the  inexpediency  of 
public  ownership  does  not  however  necessarily  entail  the  adop- 
tion of  the  poUcy  of  granting  mineral  lands  in  fee  simple  on 
nominal  terms.  The  considerations  which  have  made  it  seem 
advisable,  throughout  the  greater  part  of  the  continent,  to 
grant  agricultural  lands  outright  to  the  settler,  practically 
without  payment,  do  not  bulk  so  important  in  the  case  of  mineral 
lands.  Granting  leases  for  a  fixed  term  of  years  in  return  for 
rental  or  royalty  payments  is  an  intermediate  policy  which  has 
much  in  its  favor,  and  is  in  fact  the  policy  prevailing  in  some  of* 
the  most  important  Canadian  fields.  If  again  we  reject  this 
compromise  as  not  sufficiently  attractive  to  the  prospector  and 
its  promoter,  and  hand  over  the  mineral  heritage  of  the  com- 
monwealth to  individual  exploitation,  there  certainly  prevails 
2o  385 
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a  good  prima  facie  case  for  demanding  a  share  through  the 
ordinary  channels  of  taxation.  Granting  that  mining  is  a 
lottery  in  which  the  prizes  rarely  reach  the  price  of  the  tickets, 
there  seems  no  vahd  reason  why  the  prize  winners  should  not 
contribute  their  quota  to  meet  the  needs  of  government,  sub- 
ject of  course  to  the  same  qualification  as  in  other  lines  —  that 
the  tax  should  not  be  so  excessive  and  indiscriminate  as  to 
deter  investment  nor  the  mode  of  collection  vexatiously  ham- 
pering. Nor  is  there  much  disagreement  that  mineral  resources 
should  be  reserved  for  State  rather  than  for  local  taxation. 
Whatever  abstract  basis  of  taxation  we  choose,  whether  domain 
right,  or  benefit,  or  the  good  old  Jack  Sheppard  basis  of  faculty, 
it  is  manifest  that  the  wider  unit  has  the  greater  claim.  De- 
cisive in  the  same  direction  is  the  consideration  that  if  an  ade- 
quate tax  were  imposed  by  a  municipality,  it  would  often  far 
exceed  its  legitimate  needs;  and  that  if,  on  the  other  hand,  the 
tax  were  cut  to  suit  the  municipality's  expenditure,  the  indus- 
try would  escape  paying  its  fair  toll.  More  contentious  and  of 
more  practical  importance  are  the  questions  how  and  how  much 
to  tax.  With  the  purpose  of  setting  forth  Canada's  contribu- 
tions to  these  problems  I  shall  review  briefly  the  measures 
adopted  in  the  sections  where  mineral  taxation  provides  an 
important  part  of  the  revenue. 

To  begin  with  the  province  in  which  we  are  assembled, 
Ontario.  As  you  are  doubtless  aware,  the  sources  of  provincial 
and  local  revenue  are  in  the  main  quite  distinct  in  Canada. 
Ontario  derives  its  revenue  chiefly  from  a  federal  subsidy  granted 
in  lieu  of  the  customs  revenue  surrendered  at  confederation, 
from  succession  duties,  licenses  and  timber  dues,  and  from 
mining  taxes,  sales  and  fees.  Only  recently  the  Province  has 
taken  the  first  place  in  the  Dominion  in  mineral  production, 
consisting  chiefly  of  silver,  nickel,  copper,  low  grade  iron,  petro- 
leum and  natural  gas.  The  existing  mining  policy  is  of  very  re- 
cent origin,  coincident  in  fact  with  the  Cobalt  boom.  Twice  in 
•the  history  of  the  Province  the  growing  prosperity  of  the  mining 
industry  has  led  to  the  imposition  of  taxation,  and  twice  re- 
peal has  followed  on  its  decline.  So  recently  as  1900  the  late 
prf)vincial  government  decided  to  grant  mineral  lands  in  fee 
Bimple,  free  from  all  reservations,  and  abolished  the  existing 
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royalties,  which  varied  from  2  or  3  per  cent.  In  1906, 
when  the  Mines  Act  was  revised,  the  present  government  con- 
firmed this  action,  on  its  negative  side  taking  the  ground  that 
the  impairment  of  title  involved  in  the  lease-royalty  system 
deterred  investment.  But  there  was  no  intention  on  the  part 
of  either  the  government  or  the  people,  dazzled  by  the  new- 
found wealth  of  Cobalt,  of  foregoing  such  a  promising  source  of 
revenue.  It  was  only  desired  to  change  the  form  of  sharing. 
The  demand  for  action  was  the  more  insistent  because  it  was 
through  the  building  of  a  government  railroad  that  the  silver 
field  had  been  discovered,  and  largely  by  the  aid  of  govern- 
ment officials  that  it  was  developed ;  the  further  fact  that,  owing 
to  the  cost  of  working,  the  Cobalt  deposits  being  extremely  low 
and  the  ore  being  nearly  all  shipped  out  of  the  country  for 
treatment,  the  indirect  benefits  received  were  less  than  usual, 
made  the  case  overwhelming. 

Action  took  several  different  lines.  Most  radical  was  the 
determination  to  reserve  and  develop  for  the  Province  a  prom- 
ising tract  containing  3^  square  miles,  in  the  Gillies  Limit, 
which  had  been  withheld  from  prospecting  on  account  of  the 
timber  operations  on  the  surface.  The  provincial  mine  is  being 
developed  in  the  most  scientific  manner,  and  it  is  expected  that 
the  only  government  owned  mine  on  the  continent  will  prove 
a  large  source  of  revenue.  Ontario  has  shared  in  the  wave  of 
public  ownership  sentiment  which  has  steadily  been  rising  in 
America  for  the  past  few  years,  so  that  this  step  met  with  al- 
most unanimous  approval;  Public  Ownership  has  a  romantic 
glamour  when  a  silver  mine  is  in  question  which  is  lacking  when 
the  more  prosaic  gas  works  or  street-car  line  is  concerned. 

In  various  other  cases  where  veins  were  found  on  the  right  of 
way  of  the  government  railway,  or  where  claims  were  in  litigation, 
special  bargains  were  made  on  the  basis  of  a  cash  bonus  together 
with  a  royalty  of  varying  amounts.  The  bed  of  Cobalt  Lake  was 
sold  for  $1,085,000;  of  Kerr  Lake  for  $178,500  and  a  royalty 
of  10  per  cent;  the  O'Brien  and  Crown  Reserve  pay  a  royalty 
of  25  per  cent;  while  the  government  railway,  the  Temis- 
kaming  and  Northern  Ontario,  has  made  similar  royalty 
agreements,  usually  on  a  25  per  cent  basis,  with  companies 
controlling   the   City  of  Cobalt,  Colbalt  town  site  and   right 
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of  way.  These  royalties,  it  is  to  be  remembered,  are  not 
instances  of  a  general  scheme  of  taxation,  but  merely  portions 
of  the  purchase  price  of  claims  sold  under  exceptional  circum- 
stances. Over  and  above  the  royalties  paid,  these  mines  are 
subject  to  the  general  tax  about  to  be  noticed. 

Taxation  proper  forms  the  third  source  of  mining  revenue  in 
Ontario.  The  basis  laid  down  in  the  Act  of  1907  is  net  profits. 
All  mines  which  yield  an  annual  profit  above  the  exempted 
amount  of  S10,000pay  a  flat  rate  of  3  per  cent  on  such  excess. 
In  ascertaining  the  profits,  the  gross  receipts,  or  value  at  the  pit 
mouth,  are  taken,  and  from  this  sum  is  deducted  the  cost  of  trans- 
portation of  output  sold,  if  borne  by  shipper,  and  actual  working 
expenses,  including  mine  wages  and  salaries,  cost  of  fuel,  explo- 
sives, power,  insurance,  and  sinking  new  shafts,  and  an  allowance 
for  depreciation  of  the  plant  —  not  of  the  mine.  The  tax  levied 
in  any  year  is  based  on  the  profits  of  the  preceding  year.  De- 
tailed statements  are  required  from  every  operator,  subject  to 
the  check  of  the  Mine  Assessor,  vested  with  wide  powers  of 
investigating  both  mine  and  books.  Provision  is  made  for 
appeal,  against  the  assessment  of  the  Bureau  of  Mines,  to  the 
Ontario  Railway  and  Municipal  Board,  or  Mining  Commissioner; 
and  if  more  than  $1000  is  involved,  a  final  appeal  may  be  taken 
to  the  Ontario  Court  of  Appeal. 

Natural  gas  is  taxed  two  cents  per  1000  feet,  based  on  the 
company's  books,  or,  if  the^ine  Assessor  considers  it  advisable, 
on  meter  records.  This,  however,  is  virtually  an  export  tax, 
as  90  per  cent  of  the  tax  is  remitted  if  the  gas  is  consumed 
in  Canada,  while  gas  used  by  municipalities  is  entirely  exempt. 
Similarly  in  the  case  of  iron  ore  smelted  in  Canada  the  profits 
tax  is  entirely  remitted.  In  addition  an  acreage  tax  of  two 
cents  per  acre  is  imposed  on  all  mining  claims  in  unorganized 
portions  of  the  Province,  above  ten  acres  in  extent,  including 
mining  rights  held  separately  from  surface  rights.  The  final 
source  of  income  consists  of  fees  for  prospecting  and  claim 
staking,  recording  and  transferring  claims  etc.  Mining  com- 
panies as  well  as  individuals  are  required  to  hold  a  miner's 
license,  the  fee  varying  with  the  amount  of  capital  stock. 

It  may  be  interesting  to  sum  up  the  provincial  revenue  from 
mining  sources  in  1007;   it  comprises: 
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Sales  of  Mining  Lands $1,184,179.06 

Leases 21,563.16 

Miner's  License,  Recording  Fees,  etc 272,937.13 

Royalties 207,945.06 

Supplementary  Revenue,  Act  1907 

Taxes  on  Natural  Gas       ....     $11,527.47 

Taxes  on  Profits 26,922.00 

Acreage  Tax 5,003.88  43,433.35 

Assay  Office,  Belleville 1,642.96 

Total $1,731,720.72 

It  should  be  noted  that  this  was  an  exceptionally  heavy  year. 
The  largest  item,  sales  of  mining  lands,  includes  over  a  million 
dollars  on  the  Kerr  Lake  and  Cobalt  Lake  accounts,  and  is  not 
likely  to  be  dupUcated.  On  the  other  hand,  the  taxes  under  the 
supplementary  revenue  act  are  based  on  the  1906  production 
and  will  be  much  larger  in  succeeding  years. 

A  word  or  two  on  the  relations  between  provincial  and  local 
taxation.  The  Assessment  Act  provides  that  municipalities 
shall  assess  mineral  lands,  except  oil  lands,  only  at  the  value 
of  other  lands  in  the  neighborhood  for  agricultural  purposes; 
plant  and  equipment  may  be  assessed  at  full  value.  Income 
derived  from  mining  properties  is,  however,  subject  to  municipal 
taxation  in  the  same  manner  as  other  incomes.  Contrariwise, 
in  assessing  the  profits  tax  to  be  paid  to  the  Province,  permis- 
sion is  given  to  deduct  income  tax  paid  municipalities,  if  not 
exceeding  one  third,  or  in  one  specific  instance  one  half,  the 
total  due. 

The  systems  of  taxation  prevailing  in  the  other  districts  must 
be  summarized  more  briefly.  Quebec  and  New  Brunswick 
have  rich  mineral  resources,  but  in  neither  case  has  develop- 
ment, especially  of  metallic  minerals,  proceeded  far  enough  to 
warrant  extensive  taxation.  Nova  Scotia,  however,  possesses 
thriving  bituminous  coal  and  gypsum  industries,  a  decaying 
gold  industry  and  a  subsidized  iron  industry.  Taxation  is 
a  very  important  source  of  revenue,  providing  over  40  per  cent 
of  the  provincial  income.  Nova  Scotia  still  adheres  to  its 
traditional  poUcy  of  granting  only  leases  of  its  mining  lands, 
deriving  a  revenue  chiefly  from  rentals  and  royalties.  On  gold 
a  royalty  of  2  per  cent  of  the  gross  value  of  the  output  is  levied, 
collected  from  the  stamp  mill.     The  rental  and  royalty  on  gold 
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amounted  last  year  to  about  113,000.  Of  much  greater  im- 
portance is  the  coal  royalty,  10  cents  a  ton,  excepting  in  the 
case  of  the  Dominion  Coal  Co.,  which  in  1893  obtained  a  99- 
year  lease  of  about  150  square  miles  on  a  12-cent  royalty  basis. 
The  royalty  collected  last  year  on  a  production  of  5,700,000  tons 
was  $563,000,  or  about  5  per  cent  of  the  gross  value.  Other 
license  and  rental  fees  brought  the  total  to  $633,000. 

At  the  other  side  of  the  continent  British  Columbia  contests 
with  Ontario  the  primacy  in  mineral  production,  —  chiefly 
gold,  silver,  lead,  copper  and  coal.  The  same  policy  prevails 
of  granting  lands  in  fee  simple.  The  western  province  has  not 
sought  to  swell  its  revenue  by  developing  provincial  mines  or 
making  million-dollar  sales,  but  its  system  of  taxation  is  com- 
prehensive and  well  devised.  A  general  tax  is  levied  on  min- 
erals other  than  coal,  of  2  per  cent  of  the  gross  —  not  the 
net  —  value  of  the  output.  Ore-producing  mines  yielding  less 
than  $5000  a  year  are  granted  a  refund  of  half  the  tax,  while 
placer  mines  yielding  less  than  $2000  are  exempt  entirely. 
The  Mine  Assessor  is  given  practically  the  same  powers  of  in- 
vestigation as  in  Ontario,  the  British  Columbia  legislation  having 
in  fact  served  as  a  model  for  this  Province.  On  coal  there  is  a 
tax  of  10  cents  per  ton  and  15  cents  on  coke  if  produced  from  un- 
taxed coal ;  until  last  year  the  rates  were  5  and  9  cents  respec- 
tively. Unworked  coal  lands  are  taxed  2  per  cent  on  the  as- 
sessed value,  and  an  acreage  tax  of  25  cents  per  acre  is  imposed 
on  unworked  crown-granted  mineral  claims.  These  taxes, 
together  with  the  usual  fees,  brought  in  over  $580,000  last 
year,  out  of  a  total  provincial  revenue  of  $4,440,000. 

The  federal  government  also  receives  a  share  of  mineral 
taxation.  In  the  Provinces  of  Alberta  and  Saskatchewan, 
where  the  Dominion  retains  the  crown  lands,  a  royalty  of  5 
cents  per  ton  is  collected  on  the  coal  which,  especially  in  Alberta, 
is  being  mined  in  rapidly  growing  quantities.  The  Yukon, 
which,  as  a  territory,  is  still  under  federal  control,  also  yields 
a  fair  return  to  the  Dominion.  While  its  bonanza  Klondike 
days  are  over,  and  the  production  of  gold  1ms  dwindled  from 
$22,000,000  in  1900  to  one  seventh  of  that  sum  last  year,  there 
are  still  good  prospects  of  work  on  large  scale  in  dredging  and 
quarts  mining.    The  rate  of  taxation  levied  by  the  Dominion 
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has  decreased  about  as  rapidly  as  the  production.  In  1897,  to 
recoup  itself  for  the  heavy  expenditure  for  road  building  and 
poUcing  caused  by  the  Klondike  rush,  the  government  imposed 
a  tax  of  10  per  cent  on  the  gross  value  of  the  output  up  to  $500, 
and  above  that  20  per  cent.  In  the  spring  of  1898  the  tax  was 
made  uniform  at  10  per  cent,  with  an  exemption  fixed  at  $2500. 
As  the  levy  was  based  largely  on  voluntary  return,  it  is  no  won- 
der that  at  the  high  rate  of  taxation  prevailing  there  was  much 
evasion.  In  the  year  1900,  for  example,  the  production  was 
$22,375,000,  according  to  the  figures  of  the  Bureau  of  Mines, 
based  largely  on  reports  of  the  Seattle  and  San  Francisco 
assay  offices.  Yet  the  royalty  collected  for  the  fiscal  year  of 
1899  and  1900  was  only  $730,000;  if  one  third  the  total  output 
were  conceded  to  fall  under  the  $2500  exemption,  the  royalty 
collected  should  have  been  fully  twice  as  great.  Accordingly 
in  April,  1901,  the  rate  was  halved  and  exemption  doubled,  and 
finally  in  May,  1902,  the  present  system  was  adopted.  A  tax 
of  2^  per  cent  is  now  levied  on  all  gold  shipped  out  of  the  ter- 
ritory, the  exemption,  of  course,  being  abolished.  The  practice 
is  to  sell  the  gold  to  one  of  the  banks  and  trading  companies 
at  Dawson  for  drafts  on  other  Canadian  or  American  cities. 
The  bank  which  has  deducted  the  amount  of  the  tax  from  the 
purchase  price  pays  the  export  tax  on  shipping  out  the  gold. 
Close  inspection  is  made  at  the  boundary  to  prevent  smuggling 
out  uncertificated  gold.  The  new  system  has  proved  much 
more  satisfactory  in  operation. 

Some  brief  comments  on  the  legislation  reviewed  may  be  in 
order.  It  will  be  noted  that  in  practically  all  cases  the  tax 
is  based  on  the  value  of  the  product  rather  than  on  the  capital 
value  of  the  mine.  In  his  "  Outline  of  a  Model  System  of  State 
and  Local  Taxation,"  presented  to  the  Conference  last  year  by 
the  vice  president  of  the  association,  it  was  recommended  that 
mineral  taxation  "should  be  imposed  wherever  possible,  upon 
the  capital  value,  excluding  the  value  of  the  surface ;  if  for  any 
reason  this  is  not  practicable,  the  tax  can  be  imposed  in  the 
form  of  a  royalty."  In  Canada  the  order  of  preference  is  just 
the  reverse.  The  negative  reason  for  this  is  found  in  the  fact 
that  our  constitution  leaves  more  scope  for  legislative  discre- 
tion than  do  the  American  State  constitutions;   as  our  Cabinet 
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system  of  government  makes  it  possible  to  fix  responsibility 
more  definitely,  we  grant  power  more  freely,  so  long  as,  in  Palmer- 
ston's  phrase,  there  is  some  one  to  hang.  This  results  sometimes 
in  short  cuts  to  justice,  as  for  example  in  the  La  Rose  trans- 
actions, which  would  send  a  shudder  through  the  American 
trained  in  the  fear  of  the  Constitution  and  the  court.  As  one 
result  of  this  freedom  the  legislature  is  not  obliged  to  attempt 
to  fit  its  taxation  system  to  one  Procrustean  form  in  the 
vain  striving  for  uniform  taxation.  The  positive  reason  for 
preferring  the  tax  on  the  output  is  its  greater  certainty.  Any 
estimate  of  the  value  of  the  minerals  in  the  ground  must,  it 
is  felt,  contain  a  large  element  of  guesswork  —  diligent  and 
scientific  guesswork  it  may  be,  but  guesswork  still. 

The  Canadian  Provinces  have  been  less  unanimous  in  de- 
ciding whether  to  tax  on  gross  or  on  net  annual  production,  as 
the  outline  given  has  shown.  There  are  two  obvious  objec- 
tions to  taxing  net  profits.  The  objection  from  the  point  of  view 
of  the  Province  is  the  danger  of  the  books  being  doctored ;  from 
the  point  of  view  of  the  mining  company,  the  inquisitorial  powers 
conferred  on  the  Mine  Assessor,  with  all  their  possibilities  of 
abuse.  The  first  objection  could  be  largely  met  by  the  adop- 
tion of  a  uniform  system  of  accounting.  If  some  such  system 
as  that  which  the  British  Institute  of  Mining  and  Metallurgy  is 
attempting  to  draw  up  were  made  compulsory,  the  Mine 
Assessor's  work  would  be  lightened.  On  the  other  objection 
some  light  may  be  thrown  by  the  following  quotation  from  a 
letter  from  one  of  the  most  prominent  mining  men  of  the  Prov- 
ince: "One  can  easily  see  how  the  net  profits  tax  gives  op- 
portunity for  any  amount  of  graft  and  fraud  on  the  part  of  the 
Assessor,  and  opportunity  for  first  knowledge  of  the  financial 
position  of  the  different  properties  and  of  working  the  stock 
market  to  his  advantage  accordingly.  As  a  matter  of  fact, 
however,  owing  solely  to  the  high  character  and  efficiency  of 
the  present  Mine  Assessor,  who  happens  to  be  so  fair-minded  and 
honorable  a  gentleman  that  he  has  met  with  the  approval  of 
the  great  majority  of  the  mining  men,  the  enforcement  of  the 
machinery  for  collecting  the  tax  has  not,  I  think,  proved  un- 
desirable." If,  then,  by  a  satisfactory  system  of  accounting 
and  a  fortunate  solution  of  the  personal  equation,  these  ob- 
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jections  to  the  net  profit  tax  can  be  overcome,  it  seems  pref- 
erable to  the  tax  on  gross  value  because  of  its  greater  fairness 
in  allowing  for  the  differences  in  expenses  in  working. 

Much  less  deserving  of  consideration  than  the  men  engaged 
in  actual  development  is  the  speculator  who  holds  claims 
undeveloped  for  an  indefinite  time,  or  the  syndicate  which 
blankets  large  areas  to  prevent  competition.  The  extent  of 
the  problem  is  evidenced  by  the  fact  that  in  1906  over  1,300,000 
acres  of  mineral  land  had  been  patented  in  Ontario,  of  which 
only  a  small  fraction  is  being  worked,  while  Quebec's  mining 
development  has  been  hindered  even  more  by  the  same  condi- 
tions. Both  Ontario  and  British  Columbia  have  grappled  with 
the  problem  by  imposing  an  acreage  tax.  As  a  result  of  the 
strict  execution  of  the  Ontario  law  in  1906,  over  300,000  acres 
were  forfeited  for  failure  to  pay  the  tax  then  imposed  —  one  cent 
per  acre.  It  is  debatable  whether  it  is  not  well  to  increase  the 
present  tax  of  two  cents  an  acre  very  materially.  The  tax 
might  be  made  light  for  the  first  few  years  after  the  rights  were 
acquired,  and  graduated  to  bear  more  heavily  every  year 
thereafter. 

One  remove  farther  from  the  man  with  the  drill  and  con- 
centrator is  the  promoter,  who  never  produces  anything  but 
beautifully  engraved  certificates.  It  is  a  frequent  and  natural 
cause  of  complaint  from  mining  men  that  while  they  are 
rewarded  for  developing  the  country's  resources  by  heavy 
taxation,  the  shady  promoter  goes  scot  free.  It  does  not, 
however,  seem  advisable  to  attempt  to  remedy  the  evils  of 
fraudulent  promotion  by  the  slow  moving  and  indiscriminating 
machinery  of  taxation;  hope  is  to  be  found  rather  in  stricter 
enforcement  of  the  Companies  Act  requiring  prospectors'  pub- 
licity, and  in  journalistic  vigilance. 

A  question  of  minor  interest  is  raised  by  the  exemption 
granted  oil  wells  in  Ontario's  scheme  of  taxation.  In  favor  of 
exemption  it  is  urged  that  by  permitting  municipalities  to  tax 
oil  lands  at  their  real,  instead  of  at  their  agricultural,  value,  the 
gap  is  closed.  But  aside  from  the  fact  that  the  municipalities 
do  not,  as  a  matter  of  fact,  tax  this  increased  value,  the  agree- 
ment advanced  runs  counter  to  the  general  policy  of  separating 
provincial  and  local  sources  which  is  one  of  the  best  features 
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in  the  Ontario  system.  Nor  does  the  plea  that  oil  is  a  necessity 
in  every  home,  and  therefore  merits  exemption,  carry  conviction 
on  this  continent  dedicated  to  protective  duties  on  the  chief 
necessities  of  Ufe.  Perhaps  the  omission  may  be  justified  on 
the  principle  De  minimis  non  curat  lex,  as  the  total  production 
for  1905  was  less  than  800,000  barrels,  worth  about  $1,500,000 
(natural  gas  reached  about  $750,000  in  value) ,  and  the  grade  is 
so  inferior  that  the  Dominion  government  considers  it  necessary 
to  give  a  bonus  of  52^  cents  per  barrel  to  enable  the  industry  to 
compete  with  the  American  product.  Possibly  if  a  provincial 
tax  were  imposed,  the  Dominion  authorities  might  be  oblig- 
ing enough  to  increase  the  bonus  correspondingly.  Though 
somewhat  of  a  digression  from  the  subject  of  the  paper,  it  may 
be  worth  noting  here  as  the  reverse  side  of  the  picture  just 
presented  of  abundant  inflow  of  revenue,  the  amount  expended 
on  bonusing  mineral  production.  The  total  revenue  received 
in  Canada  from  mining  sources  in  1905-06  was  slightly  under 
$2,000,000.  In  approximately  the  same  fiscal  year  the  Domin- 
ion government  paid  out  in  bounties  to  encourage  the  produc- 
tion of  lead,  petroleum  and  pig  iron,  and  the  manufacture  of 
steel  and  steel  products,  over  $2,380,000;  various  minor  pro- 
vincial subsidies  and  exemptions,  not  to  mention  very  low  rates 
granted  certain  steel  companies,  on  the  government  railroad, 
the  Intercolonial,  brought  -the  amount  well  over  $2,500,000. 
It  is  not  to  the  point  to  consider  here  how  far  these  subsidies 
have  served  their  purpose  or  how  far  they  have  simply  given 
company  promoters  more  excuse  for  watering  stock,  but  you 
can  see  from  this  how  fond  we  are  in  Canada  of  taxing  Peter  to 
bonus  Paul. 


TAXATION  OF  COAL,   OIL  AND  GAS 

By  T.  C.  Townsend 

Of  the  Department  of  Taxation  of  the  State  of  West  Virginia, 
Charleston,  W.  Va. 

The  State  of  West  Virginia  is  in  search  of  an  up-to-date 
method  for  taxing  coal,  oil  and  gas.  The  devising  of  a  proper 
system  for  taxing  these  three  most  valuable  natural  resources 
has  received  much  attention  during  the  last  few  years.  Some 
recommendations,  from  time  to  time,  have  been  made  to  the 
law-making  body  of  the  State,  but  no  action  has  been  taken  that 
satisfies  the  public  mind.  This  paper  is  confined  to  a  discussion 
of  the  most  feasible  method  for  taxing  coal,  oil  and  gas  as  it 
appears  to  one  who  has  to  do  with  the  practical  enforcement  of 
tax  laws,  and  is  confined  to  conditions  as  they  exist  in  West 
Virginia.  An  examination  of  the  tax  systems  of  other  States 
discloses  the  existence  of  conditions  and  laws  similar  to  those  of 
West  Virginia;  therefore  whatever  is  said  upon  the  question  with 
reference  to  West  Virginia  will  apply  with  equal  force  to  a 
majority  of  the  other  States  and  countries. 

Taxation  of  Coal 

West  Virginia's  most  valuable  natural  product  is  coal.  This 
product  is  now  produced  on  a  commercial  scale  in  thirty-two 
out  of  fifty-five  counties  of  the  State.  The  total  area  of  the 
State  is  twenty-four  thousand  square  miles,  and  more  than  one 
half  of  this  territory  is  underlaid  with  one  or  more  seams  of 
merchantable  coal.  For  the  fiscal  year  ending  June  30,  1907, 
the  total  coal  production  of  the  State  reached  39,860,311  tons, 
being  exceeded  by  no  other  State  save  Pennsylvania.  For  the 
fiscal  year  ending  June  30,  1908,  the  total  production  was 
44,845,148  tons.      The  value  of  the  coal  produced  for  1907 
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was  $42,042,326.55.  A  decade  ago  the  total  acreage  of  coal 
mined  during  a  year  was  1733.90,  while  in  1907,  the  total 
acreage  removed  was  5779.7.  In  a  single  county  in  the  year 
1907  there  was  mined  1112.1  acres  of  coal  territory,  more 
than  three  acres  for  each  day  in  the  year.  These  figures  will 
give  some  idea  of  the  value  of  the  coal  product  of  the  State 
as  well  as  the  rapidity  with  which  the  same  is  being  re- 
moved. The  conditions  surrounding  the  coal  industry,  there- 
fore, present  to  the  taxing  authorities  grave  and  perplexing 
questions. 

Section  one  of  Article  ten  of  the  constitution  of  West  Virginia 
reads  as  follows: 

"  Taxation  shall  be  equal  and  uniform  throughout  the  State,  and 
all  property,  both  real  and  personal ,  shall  be  taxed  in  proportion 
to  its  value,  to  be  ascertained  as  directed  by  law.  No  one  species 
of  property  from  which  a  tax  may  be  collected  shall  be  taxed 
higher  than  any  other  species  of  property  of  equal  value;  but 
property  used  for  educational,  literary,  scientific,  religious  or 
charitable  purposes,  all  cemeteries  and  public  property  may,  by 
law,  be  exempted  from  taxation.  The  legislature  shall  have 
power  to  tax,  by  uniform  and  equal  laws,  all  privileges  and 
franchises  of  persons  and  corporations." 

It  is  at  once  seen  that  the  stumbling  block  in  the  way  of 
devising  a  better  method  than  that  now  prevailing  for  taxing 
coal  lands  is  the  constitution.  The  present  constitution  will  not 
permit  the  classification  of  property  for  taxation.  That  which 
the  framers  of  the  constitution  thought  forever  safe  and  secure 
—  "  equality  and  uniformity  "  —  is  made  impossible,  as  it  affects 
coal  lands,  so  long  as  the  present  constitution  is  in  effect. 
With  a  constitution  that  would  permit  the  classification  of 
property  for  taxation,  the  question  could  be  more  satisfactorily 
solved.  If  coal  land  were  classed  by  itself,  and  then  sub- 
classified  into  productive  and  unproductive  land,  with  proper 
assessing  officers  selected  to  value  it,  —  skilled  men,  with  a 
knowledge  of  the  coal  business  and  the  value  of  conl  and  coal 
lands,  —  its  proper  valuation  could  be  found ;  but  under  existing 
conditions,  the  average  assessing  officer  knows  very  little  about 
the  value  of  coal  land.  This  is  evident  from  the  valuatiotis  now 
placed  upon  this  property.     The  best  coal  hmd  in  the  leading 
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coal  county  of  the  State  is  valued  at  an  average  of  S83.15  an 
acre,  and  there  is  not  an  acre  of  it  on  the  market  at  any  price. 
Out  of  thirty-two  counties  in  which  coal  is  produced  in  com- 
mercial quantities,  the  assessed  valuation  ranges  from  $3  to 
$83.15  an  acre.  These  valuations  are  nominal  only.  Sales 
have  been  made  recently  at  $150  and  $200  an  acre,  and 
this  not  of  the  best  coal  in  the  State.  It  cannot  be  claimed  by 
any  one  that  the  coal  land  of  West  Virginia  is  assessed  at  any- 
thing like  its  value,  yet  the  remedy  to  be  applied  to  these 
conditions  is  hard  to  find. 

For  the  last  four  years  there  has  been  a  great  deal  of  tax 
agitation  in  West  Virginia,  but  in  spite  of  this  agitation  and  the 
awakening  and  enlightening  to  some  extent  of  public  opinion 
upon  this  important  question,  little  real,  substantial  progress 
has  been  made,  and  nothing  except  temporary  relief  is  in  sight, 
because  of  the  present  constitution. 

The  Tax  Commission  of  West  Virginia  of  1902,  appointed  by 
the  legislature  to  investigate  the  tax  system  of  the  State  and  to 
report  its  findings  to  the  next  session  of  the  legislature,  recom- 
mended the  imposition  of  a  production  tax  of  one  third  of  a  cent 
per  ton  on  each  and  every  ton  of  coal  manufactured  or  produced, 
the  proceeds  of  such  tax  to  be  used  alone  for  State  purposes. 
A  bill  embodying  the  views  of  the  Tax  Commission  was  presented 
to  the  legislature  of  1903,  but  it  failed  to  pass  the  upper  house 
of  the  legislature.  The  same  bill  was  before  the  legislature 
of  1905,  and  again  passed  the  House,  but  was  throttled  in  the 
Senate.  The  State  Tax  Commissioner  strongly  recommended 
to  the  legislature  of  1907  the  imposition  of  a  production  tax, 
but  no  action  was  taken. 

The  production  tax,  however,  has  always  been  bitterly  as- 
sailed by  the  producers  O'f  coal  as  a  discrimination  against  the 
business  —  a  burden  upon  this  particular  business  which  is  not 
borne  by  any  other  industry;  also  upon  the  apprehension  that 
a  small  tax  of  this  sort  would  be  but  a  beginning,  an  entering 
wedge,  and  that  hereafter  when  funds  might  be  needed  for  State 
purposes  the  legislature  would  increase  the  tax  as  an  easy 
means  of  providing  additional  revenue. 

The  reasons  assigned  by  the  Tax  Commission  for  the  imposi- 
tion of  the  production  tax  were  as  follows : 
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"First:  The  nature  of  this  business  is  such  that  the  State 
has  felt  called  upon  to  incur  a  very  considerable  annual  expense, 
in  order  that  the  business  may  be  carried  on  with  profit  to  the 
operators,  and  with  comparative  safety  to  the  miners.  To 
this  end  a  law  has  been  passed  in  the  interest  of  this  business. 
Mine  inspectors  are  appointed,  and  salaries  and  expenses  are 
paid  by  the  State. 

"  Second  :  Three  miners'  hospitals  have  been  established,  and 
buildings  erected  in  mining  districts  of  the  State,  primarily 
for  the  purpose  of  caring  for  and  treating  persons,  principally 
miners,  who  may  be  injured  in  and  about  the  operations  of  the 
mines.  The  expense  of  maintaining  these  hospitals  is  very 
considerable  every  year. 

"  Third  :  The  State  at  very  considerable  expense  maintains  its 
militia  or  national  guard.  It  may  be  said  that  in  almost  every 
case  where  it  is  found  necessary  to  call  out  this  guard  for  the 
preservation  of  the  domestic  peace  and  for  the  protection  of 
property,  it  is  owing  to  disturbances  in  the  mining  regions  of  the 
State,  growing  out  of  difficulties  or  disputes  between  the  oper- 
ators of  the  mines  and  those  in  their  employ. 

"  Fourth  :  Investigation  shows  that  the  criminal  charges  are 
much  larger  in  counties  where  large  mining  operations  are 
carried  on,  than  in  other  counties.  This  results,  it  is  believed, 
from  the  large  influx  into  such  counties  of  men  to  work  in  the 
mines. 

"  Fifth  :  It  will  be  admitted  that  miners  and  others  employed 
about  the  mines  pay  but  little  tax,  either  into  the  State  or 
county  treasury;  and  that  very  often  the  operators  or  owners 
of  the  mines  reside  in  other  States,  and  pay  little  or  no  taxes  in 
this  State.  The  number  of  children  in  mining  communities 
is  generally  large  in  proportion  to  the  population.  For  work 
in  the  mines,  large  numbers  of  laborers,  many  of  them  iUiterate, 
are  brought  in  by  the  operators,  and  the  burden  of  educating 
the  young  is  thrown  upon  the  State  and  the  community.  The 
operators  and  owners  of  the  mines  have  a  special  interest  in  the 
education  of  these  young  people,  and  being  responsible  for  their 
being  in  the  State,  it  is  thought  not  unjust,  partly  in  considera- 
tion of  this  fact,  that  the  small  tax  should  be  paid." 

It  appears  to  the  writer  that  these  reasons  are  all  well  founded 
and  substantial.  Again,  it  is  not  thought  that  the  production 
tax  theory  will  run  counter  to  the  constitution.  The  legislature 
certainly  has  the  right  to  designate  this  business  a  privilege  and 
to  tax  it  as  such. 

The  failure  of  the  legislature  of  1903  to  impose  a  production 
tax  caused  the  legislature  of  1005,  late  in  the  session  and  after 
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the  production  tax  bill  had  again  failed  of  passage,  to  enact  a 
law  taxing  leaseholds,  or,  as  the  statute  designated  them, 
chattels  real,  at  their  true  and  actual  value.  This  statute  was 
at  once  assailed  in  the  courts  by  owners  of  leaseholds,  but  the 
Supreme  Court  of  Appeals  in  an  able  and  well-prepared  opinion 
in  the  case  of  Harvey  Coal  &  Coke  Company  vs.  C.  W.  Dillon, 
State  Tax  Commissioner,  et  als.,  59  W.  Va.  605,  fully  sus- 
tained the  law  as  constitutional,  and  holding  that  leaseholds, 
or  chattels  real,  were  subject  to  taxation  the  same  as  other 
property. 

The  great  majority  of  coal  operations  are  on  leased  land. 
The  landowner  or  lessor  leases  the  land  to  the  producer  or  lessee 
for  a  certain  fixed  royalty  or  so  much  per  ton  for  each  ton  of 
coal  manufactured  or  produced.  Many  of  these  leases  run 
for  a  period  of  not  less  than  fifty  years,  and  were  obtained  years 
ago  when  the  coal  industry  was  in  its  infancy.  The  royalty  to 
be  paid  under  these  leases  is  low.  If  the  same  leases  were  on 
the  market  to-day,  the  landowner  would  command,  and  could 
obtain,  two  or  three  times  the  royalty  he  is  now  getting. 

"  If,  for  instance,"  as  the  Supreme  Court  of  Appeals  said  in  the 
case  of  Dillon  vs.  Bare  &  Carter,  60  W.  Va.  495,  "  the  lessee 
pays  royalties  amounting  to  six  thousand  dollars  a  year  at  five 
cents  a  ton,  and  could  afford  to  double  that  royalty  and  still 
work  the  mine  profitably,  there  is  an  advantage  in  the  lease  to 
the  lessee  of  six  thousand  dollars  a  year  in  addition  to  his 
reasonable  profit  arising  from  the  operation  of  the  mines.  If 
that  six  thousand  dollars  be  regarded  as  the  equivalent  of  the 
income  from  a  sum  of  money  invested  at  six  per  cent,  amount- 
ing to  one  hundred  thousand  dollars,  and  the  deposit  of  coal 
were  unlimited  and  inexhaustible,  the  market  value  of  the  lease, 
the  paper  writing,  the  contract,  the  mere  right  of  user,  or  what- 
ever you  might  call  it,  would  be  worth  at  least  one  hundred 
thousand  dollars."  It  is  readily  seen,  therefore,  that  leases 
obtained  years  ago,  under  low  royalties,  now  have,  by  reason 
of  the  phenomenal  industrial  developments  of  the  country,  the 
ever  increasing  demand  for  coal  occasioned  by  the  discovery 
of  new  uses  for  it,  the  immense  increase  in  number  and  capacity 
of  the  mines  and  factories  of  the  country,  and  the  extension  of 
the  markets  for  coal,  by  means  of  the  construction  of  railroads 
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and  improvements  of  waterways  and  of  vessels  carrying  coal 
on  the  water,  immense  values.  It  was  for  the  purpose  of 
reaching  these  intangible  values,  estimated  at  the  time  the  law 
was  enacted  to  be  worth  in  the  entire  State  two  hundred  mil- 
lions of  dollars,  that  the  leasehold  tax  law  of  1905  was  enacted. 
Instead  of  adding  two  hundred  millions  of  dollars  to  the  tax 
rolls,  it  was  the  means  of  placing  on  the  books  additional 
property  to  the  amount  of,  approximately,  fifty  millions  of 
dollars  only.  These  figures  do  not  even  approach  the  value  of 
the  leaseholds  of  the  State.  The  reason  for  the  failure  of  the 
law  has  been  due  to  a  number  of  causes.  Many  assessing 
officers  could  never  realize  that  something  you  could  not  see  or 
feel  had  any  value.  The  intangible  and  invisible  nature  of  the 
property  made  its  value  hard  to  ascertain.  It  takes  a  well- 
trained  mind  and  a  thorough  investigation  of  the  conditions  of 
each  mine  in  order  to  ascertain  the  value  of  the  leasehold. 
This  the  assessors  in  many  instances  were  not  capable  of  mak- 
ing; in  other  instances  they  were  disinclined  to  do  so;  and  in 
some  other  cases  the  owners  of  this  class  of  property  refused  to 
disclose  any  information  relative  to  the  value  of  their  lease- 
holds. On  the  whole  it  can  be  said  that  the  law  has  been  a 
failure.  Not  because  it  is  unjust;  not  because  it  discriminates 
against  the  owners  of  this  class  of  property ;  not  because  lease- 
holds have  no  value,  as  claimed  by  the  owners,  or  the  value 
cannot  be  ascertained ;  but  because  of  the  inadequacy  of  the 
machinery  for  the  enforcement  of  the  law  and  incompetent 
assessing  officers.  In  one  county  in  the  State  for  the  year  1906, 
the  value  of  the  coal  leaseholds  was  conservatively  estimated 
to  be  worth  seven  millions  of  dollars,  while  they  were  assessed 
at  only  six  hundred  and  fifty  thousand  five  hundred  dollars. 
In  another  county  the  coal  leaseholds  were  estimated  to  be 
worth  from  ten  to  fifteen  millions  of  dollars  and  they  were  as- 
sessed at  less  than  three  millions  of  dollars.  The  value  of  the 
leaseholds  in  those  two  counties  amounted  to  more  than  the 
combined  value  of  all  other  classes  of  personal  property,  yet 
there  was  no  remedy  whereby  these  grossly  unjust  valuations 
could  be  corrected.  A  single  leasehold  which  sold  in  the  open 
market,  upon  such  terms  as  such  property  is  usually  sold,  for 
one  million  two  hundred  and  fifty  thousand  dollars,  was  as- 
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sessed  for  the  year  1906  at  less  than  one  hundred  thousand 
dollars,  and  it  continues  to  be  so  assessed.  It  is  plain  that 
immense  values  in  coal  leaseholds  are  escaping  taxation,  and 
so  far  no  remedy  has  been  afforded.  The  production  tax  has 
been  proposed,  but  has  failed  of  enactment  into  law.  The 
leasehold  tax  has  been  tried,  and  it  is  substantially  a  failure. 
What  now  shall  be  done? 

For  the  fiscal  years  ending  September  30,  1907,  and  Sep- 
tember 30,  1908,  the  total  cost  of  the  mining  department  of 
the  State,  including  miners'  hospitals,  was  $230,762.82.  The 
mining  industry  should  gracefully  bear  this  expense.  There 
is  no  good  reason  that  can  be  advanced  why  it  should  not  do 
so.  It  should  do  so  for  the  reasons  set  out  by  the  Tax  Com- 
mission of  1902,  and  these  reasons  present  themselves  with 
additional  force  in  the  light  of  recent  history.  The  number  of 
explosions  in  mines  and  the  loss  of  human  life  in  the  last  four 
years  has  made  the  mine  department  an  absolute  necessity 
both  for  the  protection  of  the  miner,  the  mine  owner  and  the 
State.  The  cost  of  maintaining  the  mine  department  has 
grown  rapidly  in  recent  years,  and  with  the  future  development 
of  coal  territory  the  cost  of  this  department  will  continue  to  in- 
crease. In  order  that  the  burdens  of  supporting  the  department 
of  mines  might  not  fall  unjustly  on  other  taxpayers,  and  it 
certainly  does  under  existing  laws,  there  should  be  imposed 
upon  the  mining  industry,  in  addition  to  all  other  taxes, 
an  inspection  tax  upon  each  and  every  ton  of  coal  produced. 
This  tax  should  be  collected  by  the  State  auditor,  in  the  same 
way  that  license  taxes  are  collected  from  corporations,  and 
should  be  placed  to  the  credit  of  the  department  of  mines  to 
be  used  as  appropriated  by  the  legislature.  The  tax  should 
be  just  so  much  from  year  to  year  as  will  support  the  mining 
department  and  no  more.  A  rate  of  one  fourth  of  one  cent  per 
ton  will  amply  support  the  department  of  mines  at  its  present 
cost,  and  it  is  beUeved  that  it  would  never  be  necessary  to  in- 
crease this  rate,  because  the  increased  annual  production  of 
coal  will  more  than  keep  pace  with  the  increased  cost  of  main- 
taining the  mine  department.  An  inspection  tax  would  do 
more  than  maintain  the  department  of  mines;  it  would  have 
a  tendency  to  spur  the  producers  of  coal  to  use  the  utmost  care 
2d 
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and  diligence  in  all  things  pertaining  to  the  mining  of  coal, 
and  thereby  make  the  cost  of  the  department  of  mines  as 
small  as  possible. 

Again,  the  inspection  tax  meets  the  objections  interposed  by 
the  producers  of  coal  to  the  production  tax,  that  it  would  be 
increased  from  time  to  time  as  the  State  found  it  necessary  to 
provide  additional  revenue.  The  inspection  tax  could  never  be 
increased  beyond  what  was  necessary  to  cover  the  cost  of  the 
department  of  mines,  and  if  the  production  of  coal  increases  in 
greater  proportion  than  the  cost  of  maintaining  the  depart- 
ment of  mines,  which  is  reasonable  to  presume,  the  inspection 
tax  would  decrease.  As  production  increases,  the  tax  would 
decrease. 

In  view  of  the  enormous  capital  that  is  invested  in  the  min- 
ing industry  of  the  State,  and  the  extent  to  which  it  is  es- 
caping taxation  on  account  of  the  difficulties  encountered  in 
arriving  at  a  proper  valuation  to  be  placed  upon  the  intangible, 
non-physical  value  of  a  plant  operated  upon  leased  premises, — 
in  other  words,  the  leasehold,  —  it  is  believed  that  to  shift  the 
cost  of  maintaining  the  department  of  mines  upon  the  industry 
for  whose  benefit  it  is  maintained,  will  not  be  the  means  of  im- 
posing a  greater  tax,  as  a  whole,  upon  this  class  of  property 
than  is  now  borne  by  other  property  throughout  the  State. 
There  is  no  doubt  but  the  mining  industry  is  to-day  paying 
less  taxes  in  proportion  to  the  value  of  its  property  than  any 
other  class  of  property  in  the  State,  except  one,  which  is  to  be 
hereafter  discussed. 

The  method  here  proposed  for  taxing  coal  is  not,  perhaps, 
the  best  that  can  be  devised,  and  would  not  be  the  one  pro- 
posed if  the  State  had  a  constitution  permitting  the  classifica- 
tion of  property  for  taxation.  With  a  constitution,  however, 
which  continues  to  prevent  the  very  thing  which  it  was  designed 
to  protect  and  perpetuate,  "equality  and  uniformity"  in  taxa- 
tion, the  inspection  tax  will  partially  equalize  the  tax  burdens 
by  placing  coal-producing  property  on  an  equality  with  other 
taxable  property  of  the  State. 

Other  coal-producing  States  and  countries  with  similar  con- 
ditions to  those  existing  in  West  Virginia  might  find  it  well  to 
think  about  the  inspection  tax. 
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Taxation  of  Oil 

The  Tax  Commission  of  1902  recommended  to  the  legisla- 
ture the  imposition  of  a  production  tax  of  one  half  cent  per 
barrel  on  oil.  The  upper  house  of  the  legislature,  as  in  the 
case  of  coal,  refused  to  pass  the  law.  The  producers  of  oil  bit- 
terly assailed  the  production  tax  for  the  same  reasons  as  did 
persons  engaged  in  the  coal  industry.  When,  however,  the 
searchlight  of  public  sentiment  was  turned  on  this  industry 
and  the  extent  to  which  oil  property  was  escaping  taxation  was 
disclosed,  the  legislature  was  forced  to  take  steps  to  relieve 
the  situation.  West  Virginia  has  been  an  oil-producing  State 
since  before  the  Civil  War.  MilHons  upon  millions  of  dollars 
invested  in  the  oil  business  in  the  past  escaped  taxation.  The 
oil  is  gone  and  the  State  is  poorer  for  purposes  of  taxation  to 
the  extent  of  the  value  of  the  oil  taken  from  the  ground.  There 
is  no  remedy  for  the  past,  but  there  is  hope  for  the  future.  Ex- 
perience is  sometimes  a  dear  teacher,  but  an  efficient  one,  and 
the  lesson  learned  by  West  Virginia  will  not  soon  be  forgotten. 
A  single  illustration  will  give  an  idea  of  the  extent  of  the  escape- 
ment of  oil  property  from  taxation.  A  owns  a  tract  of  land 
containing  fifty  acres  which  he  leases  to  B  for  the  purpose 
of  exploring  for  oil.  Under  the  terms  of  the  usual  oil  lease  the 
landowner  or  lessor  receives  one  eighth  of  the  production,  while 
the  producer  or  lessee  receives  seven  eighths.  The  lessee  (B) 
drills  a  well  on  A's  tract  of  land  and  strikes  oil,  securing  a 
daily  production  of,  say,  forty  barrels.  The  lessor's  royalty 
interest  would  amount  to  five  barrels  and  the  lessee's  produc- 
tion interest  to  thirty-five  barrels  daily.  The  business  world 
has  found  a  way  for  valuing  oil  property.  For  commercial  pur- 
poses the  lessor's  interest  of  five  barrels  daily,  if  it  is  a  well- 
settled  production  in  a  well-known  oil  field,  is  worth  and  can 
be  sold  in  the  open  market  for  $1250  for  each  barrel  produced 
in  twenty-four  hours,  or  a  total  valuation  of  $6250.  The  lessee's 
interest  of  thirty-five  barrels  daily,  because  of  the  cost  of  opera- 
tion, is  worth  less  per  barrel  than  the  royalty  interest,  and  is 
usually  on  the  market  at  about  $1000  for  each  barrel  produced 
in  twenty-four  hours.  This  would  make  the  lessee's  interest 
worth  $35,000.     The  aggregate  commercial  value  of  an  oil  well 
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of  forty  barrels  production,  combining  the  interest  of  the  lessor 
and  lessee,  is  $41,250.  Now,  how  is  this  value  to  be  reached 
for  purposes  of  taxation?  The  value  of  the  royalty  interest 
amounting  to  $6250  could  be  added  to  the  value  of  A's  land, 
but  the  difficulty  has  been  that  land,  prior  to  the  acts  of  the 
legislature  of  1904,  which  provided  for  an  annual  assessment, 
was  valued  every  ten  years.  The  lessee's  interest  in  this  well 
is  worth  $35,000.  To  whom  should  it  be  taxed  ?  It  could  not 
be  charged  to  A,  the  landowner,  because  he  has  parted  with 
title  to  it,  he  has  carved  out  of  the  fee  simple  estate  a  lessor 
estate  —  a  chattel  real  —  a  leasehold.  It  would  be  confisca- 
tion to  compel  A  to  pay  taxes  upon  the  aggregate  value  which 
this  tract  of  land  has  increased  by  reason  of  the  oil  production, 
because  his  interest  can  only  be  sold  for  $6250.  The  Supreme 
Court  of  Appeals  held  in  the  case  of  the  State  vs.  South  Penn  Oil 
Company,  42  W.  Va.  81,  that  the  lessee's  interest  in  a  tract  of 
land  could  not  be  charged  as  land  upon  the  land  books  because 
it  was  less  than  a  freehold  estate  and  only  freehold  estates  could 
be  charged  upon  the  land  books.  The  court  again  held  in  the 
case  of  Carter  vs.  County  Court,  45  W.  Va.  807,  that  oil  wells 
could  not  be  charged  upon  the  books  as  personal  property,  be- 
cause so  long  as  the  oil  remained  in  the  ground  it  was  a  part  of 
the  realty  and  did  not  become  personalty  until  it  reached  the 
surface.  Under  the  court's  decisions  and  prior  to  the  legisla- 
ture of  1905,  a  leasehold  could  not  be  taxed  as  real  estate  or  per- 
sonal property.  In  the  language  of  the  Virginia  "darky"  they 
could  neither  "be  catched  gwine  nor  comin'."  The  only  prop- 
erty about  an  oil  well  that  could  be  assessed  under  the  law 
and  the  decisions  of  the  court  was  from  $500  to  $1000  in 
machinery  and  fixtures  used  around  the  well.  The  oil  that 
came  from  the  well  was  never  taxed  because  there  was  none  of 
it  to  be  found  in  the  State  on  any  given  day,  and  especially  was 
this  true  on  the  first  day  of  January,  the  time  all  property  was 
listed  for  taxation.  All  the  storage  tanks  were  invariably 
empty  on  January  1st,  the  oil  being  {)iimped  into  another  State. 
The  production  of  a  single  oil  well  might  be  worth  for  commer- 
cial purposes  $100,000,  yet  the  tax  laws  were  so  imperfect  and 
incomplete  as  to  only  reach  $1000  of  this  valuation.  In  the 
year   1000,   the   total   oil   production   of   the   State   reached 
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16,195,675  barrels.  This  amount  at  $1.50  a  barrel  would  give 
a  valuation  of  $24,293,512.50.  This  was  equal  to  one  third 
of  the  total  valuation  of  taxable  personal  property  of  the  State 
for  that  year.  These  millions  of  oil  valuations,  extracted  from 
the  earth,  from  year  to  year,  and  transported  out  of  the  State 
contributed  a  pittance  only  to  the  support  of  the  government. 

This  condition  of  affairs  called  loudly  for  a  remedy.  Like 
Banquo's  ghost,  "it  would  not  down."  The  production  tax 
theory  had  been  repudiated  by  the  legislature  of  1903  and 
again  in  1905.  The  leasehold  tax  law  of  1905  was  substituted 
for  the  production  tax.  This  law  applied  to  oil  leaseholds  as 
well  as  to  coal  and  other  leaseholds.  This  law  was  promptly 
assailed  in  the  courts  as  unconstitutional,  and  promptly  de- 
cided by  the  courts  to  be  constitutional.  While  this  law  has 
been  far  from  satisfactory,  it  partly  solved  the  question  of  tax- 
ing oil  and  for  a  time  appeased  public  sentiment. 

The  law  is  just  and  right  and  does  not  discriminate  against 
owners  of  this  class  of  property,  yet  it  has  been  difficult  to  en- 
force it.  The  assessors  met,  to  some  extent,  the  same  difficul- 
ties in  arriving  at  the  value  of  oil  leaseholds  as  they  encountered 
in  reaching  the  value  of  coal  leases.  The  owners  of  leaseholds 
would  not  surrender  to  the  tax  officials  sufficient  information 
to  enable  them  to  reach  intelligent  valuations.  The  produc- 
tion of  the  oil  well  is  the  basis  upon  which  the  assessor  rests  his 
valuation.  The  leasehold  or  producer's  interest  in  an  oil  well 
flowing  forty  barrels  a  day,  under  the  ordinary  lease  of  one  eighth 
the  production  to  the  landowner  and  the  remainder  to  the  pro- 
ducer, would  be  assessed  at  $35,000  or  $1000  per  barrel  for  each 
barrel  produced  in  every  twenty-four  hours.  This  method  of 
valuing  oil  leaseholds  has  added  to  the  valuation  of  the  taxable 
property  of  the  State,  from  this  source,  not  toexceed  $15,000,000. 
These  figures,  however,  fall  far  short  of  the  real  value  of  the  oil 
leaseholds  of  the  State.  They  can  never  be  reached  until  they 
are  valued  by  experts  whose  duty  it  should  be  to  devote  their 
entire  time  to  valuing  this  class  of  property. 

In  addition  to  the  difficulty  of  finding  the  valuation  of  oil 
leaseholds  there  is  another  serious  objection  to  this  method  of 
taxing  oil  property.  On  the  first  day  of  January,  the  date  fixed 
by  law  for  assessing  property,  a  well  might  have  a  production  of 
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two  hundred  barrels  a  day  and  the  assessor  would  base  his 
valuation  upon  the  basis  of  the  production,  which  would  place 
the  leasehold,  under  the  ordinary  lease  of  one  eighth  and  seven 
eighths,  at  $175,000.  On  the  first  day  of  February,  or  one 
month  after  the  property  is  assessed,  the  production  might 
decrease  to  forty  barrels  per  day,  and  by  the  end  of  the  year 
the  well  might  be  exhausted.  It  seems  like  an  injustice  to 
compel  the  owner  of  this  leasehold  to  pay  taxes  on  $175,000 
worth  of  property  when  it  is  never  worth  that  much  after  the 
day  it  is  assessed.  Again,  a  well  might  be  drilled  into  paying 
sand,  and  a  production  of  two  hundred  barrels  obtained  on  the 
tenth  day  of  January,  just  ten  days  after  the  day  when  all 
property  is  required  to  be  listed  for  taxation.  This  produc- 
tion might  continue  at  two  hundred  barrels  daily  throughout 
the  remainder  of  the  year,  yet  this  property,  including  lessee's 
and  lessor's  interests,  worth  more  than  $200,000,  escapes  taxa- 
tion until  the  first  day  of  the  following  January. 

Take  yet  another  case:  it  is  possible,  and  such  is  frequently 
the  case,  that  a  well  with  a  production  of  two  hundred  barrels 
a  day  comes  in  on  January  10,  ten  days  after  the  date  for 
fixing  the  valuation  of  property,  and  becomes  exhausted  before 
the  first  day  of  the  following  January,  therefore  the  valuation 
of  this  oil  well  has  escaped  taxation  altogether.  One  of  the 
most  valuable  oil  fields  ever  known  in  the  State  has  been  de- 
veloped since  January  1,  1908.  On  January  1  the  land  in 
that  particular  oil  field  was  of  little  value.  The  hidden  treas- 
ures of  mother  earth  had  not  yet  yielded  to  man's  energy  and 
industry.  To-day  there  are  dozens  of  producing  wells  in  that 
territory,  all  the  land  is  under  lease  at  large  royalties,  hundreds 
of  thousands  of  dollars  have  been  there  invested,  the  whole 
country  is  alive  with  adventurers,  there  is  being  daily  taken 
from  the  earth  thousands  of  dollars  of  oil ;  yet  the  State  stands 
helpless,  with  its  hands  tied,  watching  one  of  its  most  valuable 
natural  resources  disappear  without  this  year  receiving  one 
dollar  in  taxes  in  return  therefor.  • 

Experience  has  shown  how  utterly  impossible  it  is  to  enforce 
the  present  leasehold  tax  law.  Tiie  tax  department  of  the 
State  has  devoted  a  f^reat  deal  of  time  and  attention  to  this  law, 
and  the  conclusion  of  the  writer  is  that  it  can  only  bo  properly 
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enforced  when  this  class  of  property  can  be  assessed  by  experts, 
chosen  because  of  their  ability  and  peculiar  fitness  for  the  work, 
and  without  political  considerations.  Under  the  State  constitu- 
tion and  statutory  laws  it  is  hardly  possible  to  have  leaseholds 
valued  in  this  way,  therefore  some  other  method  must  be  sought. 

The  most  feasible,  scientific  and  common-sense  method  of 
taxing  oil  is  to  impose  the  production  tax.  The  State  of  West 
Virginia,  as  well  as  all  other  States  and  countries  that  produce 
oil,  ought  to  come  to  this  tax.  The  amount  should  not  be 
great,  —  perhaps  one-third  to  one-half  cent  per  barrel,  —  and  it 
should  be  used  exclusively  for  the  support  of  the  State  govern- 
ment. In  oil-producing  States  this  tax  would  aid  largely  in 
bringing  about  a  divorcement  of  State  and  local  revenues,  an 
end  much  desired  in  the  tax  system  of  any  State.  It  is  thought 
a  production  tax  could  be  imposed  in  most,  if  not  all  States, 
without  encountering  constitutional  barriers.  The  cost  of 
executing  a  well-devised  production  tax  law  would  not  be  great, 
and,  in  addition  to  the  revenue  it  would  produce,  it  would  result 
in  giving  at  all  times  the  correct  annual  production  of  oil.  This 
would  make  such  a  law  valuable  for  statistical  purposes.  It 
would  also  relieve  the  local  assessing  officers  of  the  embarrass- 
ment of  attempting  to  value  leaseholds.  The  local  assessors 
would  then  be  free  to  value  land  without  reference  as  to  whether 
or  not  it  was  oil  territory,  and  the  uncertain,  unstable,  and  un- 
satisfactory values  now  placed  upon  oil  land  would  be  largely 
removed.  Lands  would  be  valued  because  of  their  value  as 
farm  lands,  timber  lands,  woodland,  meadows,  etc.,  without 
attempting  to  guess  at  what  was  hidden  under  the  surface,  and 
without  attempting  to  add  fictitious  and  uncertain  values  to 
land,  as  is  sometimes  the  case,  because  it  is  reported  to  be  oil 
territory. 

The  boards  of  review  and  courts  would  also  be  saved  the 
annoyance  of  applications  for  exonerations  for  corrections, 
because  some  assessor  had  added  values  to  land  because  of  oil 
when  there  was  none.  With  a  production  tax  no  person  would 
be  assessed  with  any  value  until  oil  was  actually  produced,  and 
as  soon  as  the  oil  was  exhausted  the  tax  would  cease. 

The  production  tax  will  solve,  and  solve  correctly  and  scien- 
tifically, the  question  of  assessing  oil  and  oil-producing  lands. 


408  STATE  AND   LOCAL  TAXATION 

Taxation  of  Natural  Gas 

What  has  already  been  said  relative  to  taxing  oil  will  largely 
apply  to  the  taxation  of  natural  gas.  In  addition,  however,  to 
what  has  been  said,  it  might  be  added  that  the  most  difficult 
natural  product  to  reach,  for  purposes  of  taxation,  is  natural 
gas.  The  extent  to  which  natural  gas,  the  purest  and  best  fuel 
known  to  the  civiHzed  world,  is  escaping  taxation  under  the 
inadequate  tax  laws  of  West  Virginia,  is  purely  a  matter  of 
conjecture,  but  it  is  safe  to  say  that  no  other  class  of  property 
so  largely  escapes.  The  great  manufacturing  cities  of  Pitts- 
burg, Cleveland  and  Toledo  are  drawing  heavily  on  West  Vir- 
ginia for  their  supply  of  natural  gas.  In  the  course  of  a  few 
months  Cincinnati  will  consume  natural  gas  produced  from  West 
Virginia  soil.  Hundreds  of  thousands  of  dollars  are  annually 
realized  in  dividends  from  the  gas  industry,  and  yet  the  State, 
that  makes  it  possible  for  the  business  to  grow  and  flourish,  re- 
ceives, in  return  for  the  protection  given,  the  widow's  mite. 

Gas  wells,  like  coal  mines  and  oil  wells,  are  usually  operated 
on  leased  territory.  The  leasehold  tax  law  passed  by  the  leg- 
islature of  1905  applied  to  gas  leaseholds  and  provided  that 
they  should  be  assessed  as  other  property.  It  is  next  to  im- 
possible, however,  to  ascertain  the  value  of  a  gas  leasehold.  A 
single  illustration  will  make  this  clear.  A  owns  a  tract  of 
land  which  he  leases  to  B  for  the  purpose  of  exploring  for 
natural  gas.  Under  the  terms  of  the  usual  lease  A,  the  lessor, 
receives  from  B,  the  lessee,  an  annual  rental  of  from  two  to 
five  hundred  dollars  for  each  producing  well  drilled  on  the  land. 
B  drills  a  well  and  strikes  gas.  How  is  the  value  of  the  gas 
well  to  be  reached?  It  is  not  much  trouble  to  find  the  value 
of  the  lessor's  interest  in  the  well.  He  gets  a  fixed  yearly  rental 
value  which  can  \ye  capitalized  at  a  reasonable  rate  of  interest 
and  the  principal  added  to  the  value  of  the  land.  The  land  will 
be  worth  more  because  of  the  aimual  rent  received  from  the  gas 
well.  The  trouble  is  to  find  B's  interest  —  the  chattel  real 
—  the  leasehold.  The  product  from  this  well  is  turned  into  a 
huge  pipe  line  along  with  the  product  of  many  other  wells,  and 
the  gas  companies  say  it  is  impossible  to  tell  how  much  gas 
comes  from  any  particular  well.     The  product  from  all  Ihc  wells 
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emptying  into  a  single  pipe  line  can  be  ascertained,  but  the 
product  from  any  particular  well  cannot  be.  One  well  in  one 
county  might  produce  ten  millions  of  cubic  feet  of  gas  a  day  and 
another  well  in  another  county  might  produce  fifty  million  cubic 
feet  a  day,  yet  these  two  wells,  along  with  many  others,  empty 
their  product  into  the  same  system  of  pipe  lines.  All  of  these 
wells,  of  course,  are  leased  from  different  persons,  and  unless 
the  amount  of  gas  produced  from  each  well  can  be  definitely 
ascertained,  it  is  impossible  to  find  the  value  of  separate  gas 
leaseholds. 

Prior  to  the  leasehold  tax  law  of  1905,  the  gas  interests  of  the 
State  escaped  taxation  almost  altogether.  Since  the  passage 
of  that  law  they  have  contributed  something  to  the  support  of 
the  government,  but  to-day  they  are  not  taxed  at  anything  like 
their  value,  and  will  not  be  until  some  other  method  of  taxation 
than  the  one  now  in  effect  is  adopted. 

While  the  gas  people  lodge  as  a  complaint  against  the  lease- 
hold tax  law  that  the  amount  of  gas  produced  from  separate 
leaseholds  cannot  be  ascertained,  yet  the  amount  of  gas  pro- 
duced from  the  sum  total  of  the  wells  owned  by  each  company 
can  be  ascertained.  By  means  of  the  gas  meter  the  number  of 
cubic  feet  used  by  each  consumer  can  be  ascertained.  The 
books  of  each  gas  company  show  the  number  of  cubic  feet  sold 
each  month. 

It  being,  therefore,  an  easy  matter  to  ascertain  the  number 
of  cubic  feet  of  gas  sold  by  each  company,  the  solution  of  the 
question  of  taxing  gas  is  to  impose  a  production  tax.  The  rate 
should  be  reasonable,  not  exceeding,  perhaps,  five  cents  per 
hundred  thousand  cubic  feet,  and  the  proceeds  should  be  used 
for  the  support  of  the  State  government. 

A  production  tax  on  natural  gas  is  the  only  feasible  method 
of  taxing  it  under  a  constitution  like  that  of  West  Virginia, 
and  the  only  method  that  can  now  be  devised  that  will  compel 
this  class  of  property  to  bear  its  equal  share  of  the  burdens  of 
taxation. 


THE  TAXATION  OF  MINERAL  PROPERTIES 

By  Frank  L.  McVey 
Chairman  of  the  Minnesota  Tax  Commiijsion,  St.  Paul,  Minn. 

An  examination  of  the  reports  of  taxing  officers  and  the  as- 
sessment laws  of  the  different  States  shows  that  little  attention 
has  been  given  to  the  taxation  of  mineral  lands  in  the  United 
States.  Here  and  there  some  differentiation  has  been  made 
from  the  principles  of  the  general  property  tax,  but  in  the  main 
the  same  system  of  taxation  applies  to  mineral  properties  as  to 
houses  and  lots  and  agricultural  lands.  In  this  paper  it  is  pro- 
posed to  present  briefly  the  methods  used  in  a  number  of  the 
States  and  foreign  countries,  and  to  show  in  such  detail  as  the 
time  permits  the  system  of  taxation  developed  in  Minnesota 
during  the  last  two  years  for  the  assessment  of  mineral  proper- 
ties. 

I 

The  methods  adopted  by  the  taxing  authorities  in  securing 
revenue  from  mineral  properties  vary  from  the  simplest  form 
of  the  general  property  tax,  where  the  assessor  makes  the  valua- 
tion on  what  he  sees  in  the  form  of  improvements  and  on  what 
he  guesses  there  is  in  the  ground,  to  a  tonnage  tax,  or  a  combina- 
tion of  a  gross  receipts  tax  and  the  general  property  tax.  For 
purposes  of  classification  the  taxation  of  minerals  as  now  car- 
ried on  may  be  grouped  under,  (1)  the  general  property  tax, 
(2)  the  annual  output  tax,  (3)  the  general  property  and  gross 
earnings  tax,  (4)  the  general  property  and  net  earnings  tax, 
(5)  the  tax  on  royalties,  and  (6)  the  tonnage  tax.  These  will 
be  taken  up  in  the  order  just  enumerated. 

1.   General  Property  Tax 

Alabama.  —  All  the  real  and  personal  property  of  mines  and 
quarries,  and  the  machinery,  engines  and  appliances  belonging 
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to  the  same,  are  taxable  on  the  basis  of  their  full  value.  In  addi- 
tion the  mining  corporations  pay  a  tax  on  the  shares  of  stock 
belonging  to  stockholders  of  residence  in  the  State. ^ 

California. — The  term  "real  estate"  in  the  California  law 
includes  all  mines,  minerals  and  quarries  in  and  under  the  land, 
and  all  rights  and  privileges  appertaining  thereto.  The  assess- 
ment is  made  by  the  assessor  at  the  cash  value  of  the  proper- 
ties.' 

Michigan.  —  In  Michigan  the  assessment  of  mining  property 
is  made  on  the  same  basis  as  other  property.  The  assessor  is 
instructed  to  take  into  consideration  in  fixing  values  the  worth 
of  mines,  minerals,  quarries  or  other  valuable  deposits  known 
to  be  therein  contained.' 

Minnesota.  —  No  distinction  under  the  Minnesota  law  is 
made  between  mining  property  and  other  real  and  personal 
property.*  The  ad  valorem  assessment  is  made  at  about  40 
per  cent  of  full  value. 

Ohio.  —  While  the  Ohio  law  provides  for  the  taxation  of 
mineral  properties  in  the  same  manner  as  other  property,  it 
nevertheless  in  case  of  difference  in  the  ownership  of  the  fee  in 
the  surface  and  of  the  mineral  rights  gives  the  county  boards  of 
equalization  authority  to  value  the  holdings  equitably  accord- 
ing to  the  relative  values  of  the  holdings  of  the  respective 
owners.' 

Tennessee.  —  Mineral  lands  and  interests  therein  are  assessed 
to  the  owners  thereof  as  real  estate.' 

West  Virginia.  —  The  assessment  is  made  against  the  prop- 
erty at  its  actual  value  by  the  local  assessor.  Where  there  is  a 
division  of  ownership  each  owner  is  assessed  for  the  value  of  his 
property.' 

Other  States.  —  To  the  States  enumerated  specifically  as  using 
the  general  property  tax  in  securing  revenue  from  mineral  prop- 
erties may  be  added  those  of  Georgia,  Missouri,  Nebraska,  New 

>  Alabamn  Revenue  Code,  IOCS,  $  2082,  nubitems  1  and  9,  S  2112. 

•  Revenue  Luws  of  California,  1007,  {  3017,  ■ubitem  2. 

•  Michigan  Qeneral  Tax  Law*,  1907,  (  27. 

« Minnetota  R«viMd  Laws  of  190.^,  Ch.  11,  {(  700  and  810. 

•  Ohio  8Uiut«s.  1906,  Vol.  I,  {(  2730  and  2702  a. 
•T«nnMw«Tax  Dlgeat.  1007,  p.  110. 

'  W««t  Virginia  AHMHwtnent  Lawn,  1007,  H  12  and  30. 
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Hampshire,  North  Carolina,  North  and  South  Dakota,  Texas, 
Virginia,  Washington  and  the  territory  of  New  Mexico. 

2.   Annual  Output  Tax 

This  tax  is  to  be  distinguished  from  the  tonnage  tax  in  that  it 
falls  upon  the  value  of  the  annual  output  rather  than  upon  the 
number  of  tons  mined.  In  the  instances  where  used  the  tax  is 
levied  upon  some  proportion  of  the  annual  value  of  output, 
though  either  the  gross  receipts  or  the  net  receipts  may  be  used 
as  the  basis  of  determining  the  tax.  The  first  method,  while 
easy  of  application,  results  in  inequalities  almost  as  glaring  as 
those  of  the  general  property  tax;  the  second  necessitates  in- 
spection and  regulation  of  accounts. 

Arizona.  —  Prior  to  1907  the  mineral  properties  of  this  terri- 
tory were  taxed  on  their  general  property,  just  as  other  property 
was  taxed.  The  assessments  were  often  low  and  out  of  all  pro- 
portion to  values,  which  at  times  bore  heavily  upon  the  small 
holder  while  practically  relieving  the  large  owners  from  taxa- 
tion. The  territorial  legislature  in  1907  passed  an  act  dividing 
mineral  properties  into  two  classes,  (1)  productive  mines  and 
mining  claims,  (2)  non-productive  mines  and  mining  claims. 
The  value  of  output  in  excess  of  $3750  placed  property  in  the 
first  class  and  subjected  it  to  a  tax  on  the  basis  of  an  assessment 
equal  to  one  fourth  of  the  previous  annual  output.  The  second- 
class  properties  were  subjected  to  the  general  property  tax  as 
other  property.  Non-productive  unpatented  mines  were  wholly 
exempt.  The  tax  on  output  did  not  relieve  the  owners  of  min- 
ing machinery  from  th6  usual  personal  property  tax.  The 
application  of  the  new  law  to  the  valuations  of  mineral  property 
brought  the  assessment  to  $20,904,201  as  against  $57,000,000 
(in  round  numbers)  for  all  other  property  in  the  territory.* 

Nevada.  —  The  Nevada  law  provides  for  quarterly  assess- 
ment upon  the  gross  value  of  the  returns  of  the  preceding 
quarter.  From  these  the  actual  cost  of  extracting,  transport- 
ing, reducing  and  selling  are  deducted,  and  the  remainder,  called 
the  net  proceeds,  is  then  assessed  at  the  same  rate  as  other  prop- 
erty.    Careful  provision  is  made  for  accurate  and  available  ac- 

'  Report  of  the  Governor  of  Arizona,  1907,  pp.  30-36. 
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counting.     The  books  of  the  companies  are  open  to  the  assessor, 
who  is  given  great  powers  in  making  assessments.* 

British  Columbia.  —  The  British  Columbia  law  states  clearly 
—  and  the  reason  the  matter  is  referred  to  here  is  because  of 
the  absence  of  such  a  clause  from  most  of  the  legislation  —  that 
mines  and  minerals  shall,  for  purposes  of  taxation,  be  regarded 
as  a  separate  class  of  property.  Mines  were  taxed  in  this  Prov- 
ince up  to  1893  on  the  basis  of  the  value  of  the  gross  output  less 
the  cost  of  transportation  and  treatment  of  the  ores.  Complaint 
had  been  made  against  this  method  on  the  ground  of  inequality 
between  mines  due  to  great  differences  in  the  cost  of  mining. 
The  view  was  presented  that  if  the  law  were  so  modified  as  to 
include  the  cost  of  mining  as  a  factor,  and  such  cost  deducted 
from  the  value  of  the  gross  output,  the  mining  interest  would 
regard  the  act  with  favor.'  In  1903  the  law  was  changed  to 
a  straight  2  per  cent  on  the  assessed  value  of  all  ore  or  mineral- 
bearing  substance  raised  to  a  value  of  $5000  or  more  and  which 
had  been  sold  or  removed  from  the  premises.  For  small  mines 
yielding  less  than  $5000  and  more  than  $2000  in  one  year,  the 
tax  was  cut  in  two,  and  for  properties  producing  less  than  the 
last-named  figure  the  tax  was  remitted  and  the  assessment  made 
on  the  basis  of  other  real  estate.' 

Mexico.  —  Under  the  Mexican  law  no  ownership  of  fees  by 
individuals  is  permitted.  .AH  mining  land  is  owned  by  the  gov- 
ernment. The  government  sells  the  right  to  use  the  ground, 
for  which  a  payment  of  $10  a  year  is  made.  A  tax  is  also  laid 
on  the  output  and  in  case  it  is  not  paid  the  claim  reverts  to  the 
government.* 

Ontario.  —  The  province  of  Ontario  has  carried  this  form  of 
tax  to  its  logical  conclusion.  Under  its  law  every  mine  whose 
annual  profits  are  more  than  $10,000  shall  pay  on  the  excess 
over  $10,000  an  annual  tax  of  3  per  cent.  From  the  gross 
receipts  are  deducted  the  cost  of  transportation,  expenses  of 
working  the  mine  —  including  wages,  explosives,  protection, 

«  Nevada  Complied  LnwB,  1900,  {{  1147-1170. 

■  R<»port  of  Surveyor  of  Taxes  and  Inspector  of  Revenues  of  the  Province 
of  nritiith  Columbia,  1002,  p.  14. 

*  Kxtracta  from  AsMrmment  Acts  of  British  Columbia,  1007,  Revised  Statutes, 
Cb.  170,  II  0  II,  14,  17. 

•  U.  8.  lodustrial  Com.  Report,  Vol.  XII,  237-238. 
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insurance,  depreciation  —  and  cost  of  new  work  in  sinking 
shafts.  The  law  also  requires  the  making  of  full  reports  to  the 
mining  department  of  the  Province.* 

3.  General  Property  and  Gross  Earnings  Tax 

Colorado.  —  The  taxation  of  minerals  in  Colorado  is  carried 
on  in  two  ways,  one  as  applied  to  the  precious  minerals  and  the 
other  as  it  relates  to  iron,  coal  and  stone. 

The  method  of  taxing  the  precious  metals  is  a  combination 
of  the  personal  property  tax  and  an  assessment  against  the  mines 
on  a  proportion  of  the  ore  output.  Non-producing  mines  are 
to  be  assessed  at  their  value,  due  regard  being  given  to  location 
and  other  conditions,  but  upon  this  provision  is  the  restriction 
that  they  are  not  to  be  assessed  at  a  greater  sum  per  acre  than 
is  used  against  the  lowest  producing  mine  in  the  same  locality. 
On  the  other  hand  the  owners  of  producing  mines  are  required 
to  make  a  statement  in  January  of  each  year  which  will  show 
the  name  of  mine,  owner,  number  of  acres  owned,  tonnage  of 
ore  taken  out  previous  year,  the  gross  value  of  it,  cost  of  mining, 
cost  of  transportation  and  the  net  proceeds.  The  assessor  is 
required  to  take  one  fourth  of  the  gross  proceeds  as  the  assess- 
ment against  the  company,  except  in  such  instances  as  the  net 
proceeds  exceed  the  one  fourth  of  the  gross  returns  in  money. 
In  such  case  the  net  proceeds  are  to  be  used  as  the  basis  of  the 
assessment.  The  surface  improvements  and  machinery  are 
assessed  at  their  full  value. 

The  iron  and  coal  mines  are  assessed  and  taxed  as  other  prop- 
erty according  to  the  value  thereof.' 

South  Carolina.  —  In  cases  where  properties  are  actually 
mined,  in  lieu  of  all  other  taxes  the  gross  proceeds  from  such 
properties  are  assessed  and  taxed.  All  personal  property  used 
in  connection  with  mining,  and  all  land  not  actually  mined  con- 
nected with  mines  and  mining  claims,  are  taxed  as  in  the  case 
of  all  other  personal  property  and  real  estate.' 

»  Ch.  9,  7  Edw.  VII. 

'  Le  Rossignol,  "Taxation  in  Colorado,"  Ch.  VII;  U.  S.  Industrial  Com, 
Report,  Vol.  XII,  pp.  540,  541;  Colorado  Annotated  Statutes,  1901-1906, 
§§  3882,  3884,  3886,  3890. 

»  South  Carolina  Code,  1902,  Vol.  I,  $  275. 
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4.   General  Property  and  Net  Earnings  Tax 

Utah.  —  The  Utah  method  of  valuing  mineral  properties  is : 
first,  to  value  the  ground  as  agricultural  land,  if  used  as  such, 
but  in  other  instances  at  the  price  paid  the  United  States  for  the 
land;  second,  to  value  improvements  and  personal  property; 
and,  third,  to  levy  a  tax  upon  the  net  earnings  of  the  company. 
The  State  Board  of  Equalization^  is  called  upon  to  make  the 
assessment  against  the  mines  upon  the  return  of  information 
furnished  by  the  companies.' 

Montana.  —  The  Montana  law  is  practically  the  same  as  the 
Utah  law.  The  statutory  definition  of  real  estate  includes  "  all 
mines,  minerals  and  quarries  in  and  under  the  land."  Mines 
and  mining  claims  are  assessed  at  the  original  price  paid  to  the 
United  States  for  the  land.  Surface  use  is  assessed  separately, 
as  are  also  the  machinery  and  all  surface  improvements.  In 
addition  the  annual  net  proceeds  are  taxed  as  other  personal 
property.' 

5.  Tax  on  Royalties 

Great  Britain.  —  The  general  custom  of  levying  taxes  on  the 
basis  of  receipts  earned  by  a  property  is  extended  to  mines  and 
the  tax  laid  on  the  royalties  received  for  operating  the  mine.* 

6.  Tonnage  Tax 

Michigan.  —  Up  to  1891  the  Michigan  law  taxed  mines  on 
the  basis  of  the  tonnage  output  regardless  of  differences  in  value, 
cost  of  mining  or  difficulties  of  transportation.  The  tax  laid 
was  1  cent  per  ton  on  iron  ore  mined,  ^  cent  on  coal,  and  75  cents 
per  ton  on  copper  if  smelted  in  the  State  or  $1  per  ton  if 
shipped  outside.  In  the  five  years  the  law  was  in  effect  the 
amount  collected  was  $2.34,198.14  from  the  iron  properties  and 
$152,791.47  from  the  copper  mines.  The  payment  of  the  ton- 
nage tax  did  not  relieve  physical  properties,  real  and  personal, 
from  local  taxation.' 

•  Title  07,  UovlMtil  Htututes  of  Utoh  on  Rovonuo  and  Taxation,  Ch.  1, 
■  /Wrf.,  Ch.  3,  li  2506-2570. 

•  Montana  Political  Code,  1805,  i|  3072,  3680. 

•  Ulundim,  "Taxation  and  Finance,"  Ch.  V. 

•  Kcpurt  of  Michigan  Tax  CommlMionen,  1000,  p.  58. 
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Minnesota.  —  In  1881  the  legislature  passed  the  tonnage  tax 
of  1  cent  on  each  ton  of  ore  mined.  This  tax  was  in  lieu  of  all 
other  taxes  and  was  to  be  distributed,  one  half  to  the  State,  and 
the  other  half  to  the  counties  in  which  the  mines  were  located. 
It  was  optional  with  the  companies.  For  many  years  the  law 
remained  in  force,  but  in  1896  the  State  auditor  raised  the  ques- 
tion of  the  constitutionaHty  of  the  law  and  the  attorney-general 
rendered  an  opinion  pronouncing  the  law  unconstitutional.  In 
1897  the  law  was  repealed  and  the  taxation  of  mining  compa- 
nies was  again  made  on  the  basis  of  the  general  property  tax.* 

II 

By  the  repeal  of  the  law  of  1881,  as  stated  above,  Minnesota 
was  forced  to  give  up  the  taxation  of  iron  properties  upon  their 
tonnage  output  and  compelled  to  return  to  the  general  property 
tax  as  the  only  means  the  State  had  of  getting  at  the  values  of 
iron  ore  properties.  The  Vermillion  range  was  opened  in  1884 
and  the  Mesabi  in  1892,  but  for  several  years  after  their  opening 
the  ranges  manifested  but  little  activity.  In  1898  the  ship- 
ments reached  14,024,673  tons,  and  the  State  Boards  of  Equaliza- 
tion in  their  annual  meetings  began  to  give  some  attention  to 
the  value  of  iron  ore  properties,  raising  the  amount  of  the 
assessment  in  1898  to  $6,000,000,  1900  to  $16,000,000,  1902  to 
$30,000,000,  1904  to  $42,000,000,  and  1906  to  $70,000,000. 
The  following  year  the  permanent  Tax  Commission  was  created, 
and  practically  the  first  problem  confronting  them,  brought  to 
public  attention  by  legislative  resolution  and  public  opinion 
in  the  State,  was  the  assessment  of  the  iron  ore  properties. 

The  problem  thus  created  was  the  valuation  of  more  than  a 
hundred  thousand  acres  of  land  scattered  through  three  counties 
and  varying  greatly  in  value.  The  presentation  of  the  methods 
used  to  arrive  at  a  fair  valuation  of  these  properties  is  set  forth 
in  some  detail,  not  for  the  purpose  of  flaunting  the  doings  of 
any  commission  before  the  pubUc,  but  rather  to  show  an  original 
and  somewhat  unique  method  of  arriving  at  a  comparatively 
fair  and  just  value  of  great  properties  by  careful  investigation 
and  the  application  of  well-established  principles  of  economics 

»  Report  of  Auditor  of  State  of  Minnesota,  1901-1902,  p.  vii. 
2b 
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and  taxation,  and  at  the  same  time  to  bring  some  sugges- 
tions to  the  States  struggling  under  the  general  property  tax 
and  an  assessor  system  in  their  attempts  to  tax  mineral 
properties. 

A  word  of  comment  regarding  the  extent  and  method  of 
operating  the  properties  will  bring  out  the  difficulties  of  assess- 
ment more  clearly.  Iron  ore  beds  in  the  State  of  Minnesota 
are  found  in  St.  Louis,  Itasca,  Lake,  Cook,  Otter  Tail,  Aitkin, 
Morrison  and  Crow  Wing  counties.  Three  distinct  ranges  have 
been  opened  —  the  Mesabi,  the  Vermillion,  and  the  Cuyuna. 
The  Mesabi  range  extends  through  the  entire  width  of  St.  Louis 
County  into  Cook  and  Itasca  counties.  It  is  about  one  hundred 
miles  in  length  and  from  two  to  ten  miles  in  width.  The  area 
covered  by  it  is  about  four  hundred  square  miles.  The  Ver- 
million range  extends  from  Ely  to  Tower,  a  distance  of  thirty 
miles.  The  Cuyuna  range,  only  indefinitely  ascertained,  ex- 
tends through  the  counties  of  Aitkin,  Crow  Wing  and  Morrison. 
The  width  of  this  range  is  unknown.  A  fourth  body  of  ore  has 
been  discovered  in  Otter  Tail  County.  The  Vermillion  range 
was  opened  in  1884,  the  Mesabi  in  1892,  and  the  Cuyuna  in  1905. 
The  discoveries  in  Otter  Tail  County  have  been  made  during 
the  last  year.  Professor  Van  Hise,  in  speaking  of  the  Mesabi 
range  in  his  letter  of  transmittal  of  the  monograph  on  the 
Mesabi  to  the  Bureau  of  the  United  States  Geological  Survey, 
said :  "  Discovered  only  about  ten  years  ago,  in  the  early 
nineties,  the  Mesabi  district  has  to-day  no  rival  in  its  produc- 
tion or  reserve  of  iron  ore.  The  geological  succession  in  the 
district,  the  unusual  size,  shape,  and  structure  of  the  ore  bodies, 
their  manner  of  development  and  the  peculiar  and  rapid 
methods  of  exploitation  of  the  ore,  all  present  features  of 
unusual  scientific  and  economic  interest."  The  ore  body  on 
the  Vermillion  range  varies  from  10  to  20  feet  in  thickness  to 
100  to  125  feet,  and  there  are  some  instances  where  the  depth 
of  the  ore  is  as  great  as  500  feet.  It  is  not  to  be  understood, 
however,  that  these  ore  bodies  are  of  the  same  structure  through- 
out and  that  obstructions  of  rock  are  not  to  be  found  running 
through  them.  The  most  remarkable  example  of  ore  depth 
has  been  found  in  the  recent  discoveries  nuule  in  Otter  Tail 
County,  where  some  borings  have  indicated  u  thickness  of  805 
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feet.  This  ore,  however,  is  mixed  with  sand,  and  has  a  40  per 
cent  iron  content. 

Three  general  methods  of  mining  are  employed  in  getting  the 
ore  out  of  the  ground: 

1st.  The  open  pit,  or  steam  shovel  method  of  mining.  The 
overburden  is  stripped  from  the  ore  with  steam  shovels,  and 
while  the  thickness  of  the  drift  has  in  the  past  only  been  re- 
moved up  to  the  thickness  of  the  ore,  there  have  been  instances 
where  even  a  greater  depth  of  overburden  has  been  removed 
in  order  to  get  out  the  ore.  Tracks  are  built  out  on  the  ore 
deposits,  and  the  steam  shovels  make  a  cut  through  the  ore. 
The  shovel  is  then  set  over  against  the  bank  made  by  the  recent 
cut,  and  another  slice  is  taken  off  and  loaded  on  to  cars  which 
are  run  into  the  cut  already  made.  As  the  work  proceeds,  the 
deposit  has  the  appearance  of  a  series  of  terraces,  and  on  each 
of  these  a  number  of  steam  shovels  may  be  worked  at  one  time. 
The  best  examples  of  such  mining  are  seen  in  the  Mountain 
Iron,  Mahoning  and  Biwabik  mines.  More  than  half  of  the 
ore  now  mined  on  the  range  was  taken  out  by  this  process. 

2d.  A  second  method  is  known  as  milling.  The  drift  of 
overburden  is  removed,  as  in  the  case  of  the  open  pit  method. 
A  shaft  is  sunk  along  the  edge  of  the  wall  rock  down  to  the 
level  of  the  ore  deposit,  and  cross  cuts  are  run  into  the  ore  from 
the  shaft.  Uprises  without  timbers  are  made,  and  the  ore 
received  at  the  surface  is  pushed  down  the  chutes  into  cars 
below.  It  is  then  trammed  to  the  shaft  and  hoisted  to  the 
surface.     About  7  per  cent  of  the  ore  is  mined  by  this  method. 

3d.  A  third  method,  known  as  the  underground,  includes  the 
systems  of  caving,  slicing  and  room  mining.  Shafts  are  sunk 
into  the  ore  near  the  wall  rocks  and  extending  pretty  well  down 
to  the  bottom  of  the  deposit.  Cross  cuts  are  run  diagonally 
and  at  right  angles  into  the  body  of  the  ore.  Raises  are  sent 
up  to  the  surface  of  the  deposit  and  the  ore  drawn  in  from  the 
top  by  drift  slicing.  As  the  levels  are  removed  the  surface  is 
allowed  to  cave  in  until  the  ore  has  been  taken  out  to  the  base 
of  the  deposit.  In  the  instance  of  room  mining,  openings  of 
three  or  more  sets,  called  rooms,  from  twenty  to  forty  feet  wide, 
are  run  up  from  the  main  drift  to  the  top  of  the  deposit,  the 
sides  being  lagged.     Pillars  of  ore  are  left.    The  drift  above  is 
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allowed  to  cave  in,  filling  the  rooms.     The  pillars  are  then  taken 
out  by  slicing,  either  from  above  or  below.* 

The  open  pit  method  of  mining  is  far  the  cheapest,  the  under- 
ground the  most  expensive  and  the  milling  method  inter- 
mediate. The  open  pit  method  saves  all  the  ore  and  permits 
sorting  without  the  expenses  of  Hghting,  timbering  and  large 
forces  of  men.  The  open  pit  method  is  limited,  however,  by 
the  grade  of  the  road  for  hauling,  by  the  extent  of  the  ore  body 
and  the  depth  of  the  overburden.  While  the  annual  produc- 
tion is  large,  the  capital  required  to  carry  on  the  stripping  is 
extensive. 

By  the  underground  method  there  is  little  outlay.  The  mine 
can  be  worked  the  year  round,  and  the  operator  gets  a  return 
that  goes  toward  the  expenses  from  the  start  of  the  enterprise. 

The  milling  method  costs  less  than  the  underground,  but  it 
has  some  of  the  disadvantages  of  both  the  underground  and 
the  open  pit  methods.  The  tendency,  however,  is  markedly 
toward  the  increased  use  of  the  steam  shovel  in  the  mining  of 
ores  on  the  Mesabi. 

The  iron  ore  properties  are  held  in  fee  and  in  lease.  Owner- 
ship in  fee,  since  the  increased  value  of  mining  properties,  has 
in  a  large  measure  ceased  to  be  the  principal  method  of  control- 
ling iron  properties.  The  investment  of  capital  in  fees  creates 
a  permanent  interest  charge,  which  mining  companies  are  very 
anxious  to  avoid.  The  consequence  is,  that  leases  are  made  on 
a  tonnage  basis,  by  which  the  lessee  agrees  to  pay  a  certain 
sum  for  every  ton  of  ore  that  he  takes  out  of  the  ground.  The 
interests  of  the  fee  owner  usually  are  guarded  by  the  royalty 
on  a  minimum  tonnage.  Subleases  are  the  rule  rather  than 
the  exception,  the  owner  of  the  original  lease  subletting  it  to 
some  operating  company  and  receiving  as  his  part  of  the  trans- 
action one,  two,  three,  or  even  five  cents  on  the  tonnage  put 
out  by  the  operators. 

The  method  of  making  the  assessment  of  properties  on  the 
ranges  was  the  outcome  of  experience.  The  attempt  of  assess- 
ors to  value  iron  ore  i)roperties  was  accompanied  by  complaints 
of  inequalities  among  mine  owners  that  finally  created  a  sort  of 
de  facto  board  of  equalization,  which  determined  the  value  of 

I  Leith,  "MeMbi  Iron-bearing  District,"  pp.  281-283. 
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the  different  operating  mines  according  to  output.  This  sys- 
tem, while  unsatisfactory  from  the  point  of  view  of  equahzation 
of  values,  was  accepted  by  the  mining  men  as  more  satisfactory 
than  the  valuation  made  under  the  assessing  machinery  of  the 
local  governments.  Every  two  years  the  mining  representatives 
met  at  Duluth  and  distributed  the  real  property  assessment 
over  the  operating  mines  according  to  their  output.  The  small 
mines  were  the  losers,  and  the  larger  and  more  valuable  mines 
the  gainers  by  this  method  of  valuation.  There  was  no  criterion 
by  which  to  determine  the  values.  Prior  to  1897  the  tonnage 
tax,  after  that  date  the  valuations,  continually  shifted  with  the 
growth  of  the  properties,  and  the  distribution  to  mines  accord- 
ing to  output  prevented  the  establishment  of  any  principle  of 
local  assessment. 

Many  opinions  existed  among  mining  men,  State  officers, 
members  of  the  legislature,  and  the  public  generally,  as  to  the 
value  of  ore  in  the  ground.  The  values  were  stated  to  be  for 
ore  in  the  ground  from  five  cents  to  one  dollar  per  ton.  Even 
mining  men  themselves  placed  the  values  for  taxing  purposes  at 
amounts  varying  from  two  cents  to  thirty  cents  per  ton.  There 
was,  therefore,  little  in  the  form  of  definite  information  to  be  had 
regarding  the  basis  of  taxation  of  iron  ore  properties. 

The  first  step  in  the  work  of  valuation  was  to  secure  informa- 
tion. Consultation  with  State  officers,  the  collection  of  books, 
pamphlets,  maps  and  newspaper  chppings  upon  the  iron  proper- 
ties, the  securing  of  state  documents  and  the  reports  of  com- 
mittees, were  the  first  steps  toward  getting  information.  After 
careful  consideration  of  the  situation  and  the  problems  involved, 
the  commission  sent,  under  date  of  June  18,  1907,  a  list  of  ques- 
tions to  the  various  companies  engaged  in  the  business  of  iron 
mining  in  the  State  of  Minnesota.  These  questions  were  so 
framed  as  to  cover  every  important  phase  of  the  mining  indus- 
try, and  the  hope  and  expetftation  was  to  secure  a  large  amount 
of  information  regarding  the  cost  of  operating,  output,  nature 
and  character  of  ores,  method  of  mining,  and  nature  of  owner- 
ship.    The  request  for  information  was  as  follows: 

The  Tax  Commission  has  under  consideration  the  question  of 
valuing  for  taxation  purposes  the  iron  mines  and  ore-bearing 
properties  located  in  the  State.     To  this  end  and  in  order  that 
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there  may  be  no  injustice  or  discrimination,  all  owners  of  iron 
ore  and  mine  operators  are  requested  to  cooperate  with  the 
Tax  Commission  and  furnish  the  following  data,  as  of  May  1, 
1907: 

A.  Shipping  Mines. 

1.  List  and  description  of  properties  owned. 

2.  List,  description  and  terms  of  properties  leased  and  con- 

trolled. 

3.  Estimated  tonnage  in  mine  or  property. 

4.  Classification  of  ore  bodies. 

5.  Physical  characteristics  of  ores. 

6.  Mining  and  other  operating  cost. 

7.  Value  of  structures  and  equipment. 

8.  Yearly  shipment  records  since  opening  of  mine. 

9.  Annual  receipts  from  sale  of  ores. 
10.  Amount  of  ore  in  stock  pile. 

B.  Non-shipping  Mines. 

1.  List  and  description  of  properties  owned. 

2.  List,  description  and  terms  of  properties  leased  and  con- 

trolled. 

3.  Estimated  tonnage  in  mine  or  property. 

4.  Classification  of  ore  bodies. 

5.  Physical  characteristics  of  ores. 

6.  Mining  and  other  operating  cost. 

7.  Value  of  structures  and  equipment. 

C.  Mine  Prospects. 

1.  List  and  description-  of  properties  owned. 

2.  List,   description   and    terms  of    properties  leased   and 

controlled. 

3.  Estimated  tonnage  in  property. 

4.  Classification  of  ore  bodies. 

The  Commission  will  appreciate  any  other  information  that 
will  assist  in  determining  the  value  of  the  property. 

It  is  the  purpose  of  the  Commission  to  have  such  prop- 
erty assessed  and  taxed  on  an  equal  basis  with  other  property 
throughout  the  State. 

After  a  great  deal  of  correspondence,  the  Commission  received, 
late  in  August,  returns  from  practically  every  mining  company 
engaged  in  operation  and  from  individuals  owning  iron  proper- 
ties. This  data  was  supplemented  by  information  gathered  by 
the  Commission  during  its  visit  to  the  range  in  the  first  half  of 
August.     Through  this  visit  the  Commission  became  familiar 


THE  TAXATION  OF  MINERAL  PROPERTIES  423 

with  types  and  locations  of  mines,  character  of  ore  and  general 
conditions  existing  in  the  mining  business. 

Meantime  the  questions  of  classification,  analysis  and  value 
of  these  properties  were  being  considered  carefully.  The  dif- 
ferences existing  between  mines  in  their  geological  conditions, 
difficulty  of  mining,  character  of  ore  and  the  nature  of  mining 
rights  made  it  impossible  to  consider  all  mineral  properties  as 
belonging  to  the  same  group.  For  the  purpose  of  making  some 
distinction  between  the  different  mines  and  prospects,  five 
grades  of  operating  mines  were  created  and  four  grades  of 
prospects.  These  grades  were  determined  by  facts  secured 
through  the  data  furnished  by  mining  companies  and  the  ob- 
servations of  the  Commission.  The  first  grade  of  operating 
mines  included  those  that  were  operated  at  a  low  cost  per  ton 
and  were  putting  out  good  grades  of  ore.  A  distinction  was 
made  between  the  mines  in  the  first  grade  in  that  practically 
no  mines  approached  the  Mahoning  and  Hull-Rust  in  ease  of 
operation  and  character  of  ore.  Somewhat  more  expensively 
operated  mines,  though  distinctly  above  the  second  grade,  were 
placed  in  the  1  (6)  class.  These  were  mines  like  the  Biwabik, 
Mountain  Iron,  Burt-Pool  and  Morris.  The  remaining  grades 
of  operating  mines  were  determined  by  the  cost  of  operation, 
returns  and  grades  of  ore.  The  prospect  group  was  divided 
into  four  classes,  depending  upon  the  stage  of  their  advance- 
ment toward  an  operating  mine;  thus,  the  first  class  of  pros- 
pects were  properties  on  the  verge  of  mining  operations.  Good 
examples  of  this  class  are  to  be  found  in  the  instances  of  the 
Gilbert,  Canestoo,  Frantz,  Iroquois  and  certain  parts  of  the 
Hull-Rust  and  Mahoning  properties.  The  second-class  pros- 
pects were  those  properties  that  had  not  been  advanced  so  far 
on  the  road  to  operating  mines,  but  upon  which  drilling  and 
testing  had  demonstrated  the  presence  of  ore  in  paying  quanti- 
ties. The  third  class  consisted  of  forties  in  the  neighborhood 
of  good  tonnage  properties.  In  the  fourth  class  the  ore  land 
acreage  was  placed,  since  it  had  a  more  or  less  speculative 
value. 

These  distinctions  having  been  made,  a  general  scheme  for 
assessing  the  value  of  iron  properties  was  drawn  up,  as  shown 
in  the  schedule  given  below: 
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1.  Factors  taken  into  consideration  in  the  valuation  of  mining 

properties. 

a.   Geological  conditions,     b.    Difficulty  of  mining. 

c.    Character  of  the  ore.      d.   Character  of  mining  rights. 

2.  Classification  of  mining  properties. 

a.   Operating  mines. 

Class  1.    (a)  Properties  where  mining  is  comparatively  in- 
expensive and  the  ore  high  grade. 
(6)   Properties  where  mining  is  comparatively  in- 
expensive and  the  ore  of  lower  grade. 

Class  2.  Properties  where  mining  is  somewhat  more  difii- 
cult  and  mining  cost  greater  than  in  the  case  of 
Class  1,  and  the  ore  of  mixed  grade. 

Class  3.  Underground  properties  where  the  expense  of 
mining  is  comparatively  low  for  that  kind  of 
mining  and  the  ore  of  high  grade. 

Class  4.  Underground  or  milling  pit  properties  of  dis- 
tinctly second  grade,  determined  by  a  higher 
cost  of  mining  and  lower  grade  of  ore  than  in 
the  case  of  Class  3. 

Class  5.   Mines   of  inferior   character   where   expenses  of 
operation  are  high. 
6.    Prospects. 

Class  1.  Lands  that  have  been  drilled  and  test-pitted,  and 
where  stripping  of  the  overburden  has  been 
carried  on.  In  other  words,  where  the  property 
is  about  to  become  a  mine. 

Class  2.  Lands  that  have  been  drilled  and  test-pitted,  and 
ore  found  in  some  abundance. 

Class  3.    Unexplored  lands  near  good  mining  properties. 

Class  4.  Lands  that  have  not  been  explored,  but  are  in  the 
well-known  ore  belt. 

3.  Rates  of  valuation  —  per  ton  in  the  ground. 


Operating  Mines 
ProqMcts 


Clam  1 


(a)  33  c 

(b)30o 

15  0 


Clam  3 


27  c 
10  0 


Clam  3 


23  0 
8o 


Clam  4 


19  c 

$3  to  $50 
per  acre 


Clam  0 


Ho 
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In  the  determination  of  rates,  the  principal  problem  was  how 
to  get  a  taxable  valuation  of  iron  properties  that  would  be  fair 
to  the  State  and  to  the  owners  of  the  properties.  The  rates  for 
the  varying  types  of  properties  were  arrived  at  in  the  main  by 
taking  into  consideration  several  factors: 

1st.  The  difference  between  the  cost  of  mining  and  the 
average  price  of  ore  during  the  last  three  years. 

2d.  By  the  present  worth  of  the  difference  for  a  period  of 
twenty  years  on  a  basis  of  a  4  per  cent  rate  of  interest. 

3d.  By  the  percentage  of  the  assessed  valuation  of  real 
property  in  the  State  to  the  full  value  of  such  property. 

The  fact  that  the  differences  in  mining  cost  vary  greatly  with 
the  different  properties,  due  to  management,  condition  of  the 
mine,  presence  of  water,  depth  of  ore,  character  of  equipment, 
grades  and  location  of  ores,  required  the  creating  of  more  than 
one  class  of  mining  properties.  The  classes  referred  to  in  the 
memorandum  above  were  created,  and  the  rates  established 
for  them  were  determined  as  far  as  possible  by  the  differences 
between  mines  in  cost  of  operation,  difficulty  of  mining  and 
grade  of  ore.  This  method  of  valuation  left  much  to  be  desired, 
but  no  better  one  was  suggested  at  the  hearing  of  mine  owners, 
and  it  was  the  best  that  the  commission  could  do  under  the 
ad  valorem  requirements  of  the  law. 

The  report  submitted  by  the  mining  companies  and  the 
owners  of  iron  properties  in  the  northern  part  of  the  State 
indicated  1,192,509,757  tons  of  ore.  This  ore  is  owned  and 
controlled  as  shown  in  the  table  given  below: 


All  Companies 

Oliteb  Mining  Co.  Propobtion 

Class 

No. 

Tonnage 

Rate 

Valuation 

No. 

Tonnage 

Valuation 

1 

2 

43,185,685 

33 

$14,251,276 

1 

18,185,685 

$6,001,276 

1(b) 

4 

66,442,923 

30 

19,932,876 

3 

61,442,923 

18,432,876 

2 

4 

25,176,067 

27 

6,797,538 

4 

22,676,067 

6.122,538 

3 

27 

138,845,839 

23 

32.134,497 

15 

83,013,290 

22,262,255 

4 

28 

91,494,762 

19 

17,653,975 

5 

34.492,748 

6,553,640 

5 

28 

105,821,134 

14 

14,561,749 

5 

60,666,159 

8,493,283 

P-1 

25 

271,863,523 

15 

40,779,516 

16 

212,522,123 

31,878,316 

P-2 

41 

204,635,249 

10 

20,483,518 

34 

182,765,260 

18,296,519 

P-3 

99 

244,504,575 

8 

19,490,345 

93 

237,004,575 

18,960,345 

P> 

4 

540,000 

118,712 

262 

1,192,509,757 

$186,204,002 

176 

912,768,830 

$137,562,048 

'  Unclassed  prospects. 
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SUMMARY  OF  TONNAGE  VALUATION 


No. 

TONNAGB 

Valuation 

Average 

PER  TON 

All  Companies 
Shipping  mines 
Prospects 

93 

169 

470,966,410 
721,543,347 

$105,331,911 
80,872,091 

$.224 
.112 

Totals 

Oliver  Iron  Mining  Co. 
proportion 
Shipping  mines 
Prospects 

262 

33 
143 

1,192,509,757 

280,476,872 
632,291,958 

$186,204,002 

$67,865,868 
69,135,180 

$.156 

$.242 
.109 

Totals 

176 

912,768,830 

$137,001,048 

$.150 

When  the  task  was  completed,  the  figures  showed  a  valuation 
of  $189,459,702,  distributed  among  the  different  classes  of 
properties  as  follows: 


No. 

Class 

Tonnage 

Valuation 

Acres 

Mines 

2 

1 

43,185,685 

$14,251,276 

200 

Mines 

4 

1(b) 

66,442,923 

19,932,876 

800 

Mines 

4 

2 

25,176,067 

6,797,538 

1,280 

Mines 

27 

3 

138,845,839 

32,134,497 

3,329 

Mines 

28 

4 

91,469,762 

17,653,975 

2,940 

Mines 

28 

5 

105,821,134 

14,561,749 

1,995 

Tonnage  Prospects 

25 

1 

271,863,523 

40,779,516 

3,565 

Tonnage  Prospects 

41 

2 

204,635,249 

20,483,518 

3,950 

Tonnage  Prospects 

99 

3 

231,504,575 

19,490,345 

9,640 

Acreage  Prospects 
Unclassed  Prospects 

44 

998,000 

2,675 
953 

4 

540,000 

118,712 

Miscellaneous  iron  lands 

1,810 
2,116 

2,257,700 

71,654 

Totals 

1,192,509,757 

$189,459,702 

102,911 

To  the  amounts  shown  in  the  table  above  have  been  added 
the  values  of  properties  whose  reports  were  delayed,  amount- 
ing to  $634,736,  and  the  personal  property  assessments  of 
$4,334,490.  These  additions  make  a  grand  total  for  the  assess- 
ment of  all  iron  properties  of  $194,428,928. 

The  value  of  iron  ore  properties  in  the  different  counties 
appears  in  the  table  below : 

St.  Loula  County $176,413,846 

Lake  County 87,500 

ItaMsa  County 12,927,144 

Crow  Wing  County 31,212 

,  $189,469,702 
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III 

The  result  of  the  work  thus  undertaken  gave  to  the  State  of 
Minnesota  what  she  had  never  had,  and  what  is  essential  to 
any  scheme  of  taxation  of  minerals,  full  knowledge  of  the  ton- 
nage of  ores,  their  location  and  value.  The  failure  of  the 
general  property  tax  so  far  as  the  assessment  of  minerals  is 
concerned  is  almost  wholly  due  to  lack  of  information.  In  the 
States  where  it  is  impossible  to  make  a  careful  study  and  ex- 
amination of  mineral  lands  through  some  department  of  the 
State  government,  it  will  not  be  possible  to  secure  an  assess- 
ment of  mineral  properties  that  is  either  equitable  or  fair. 
There  is,  however,  no  reason  why  the  geological  survey  might 
not  furnish  even  to  State  boards  of  equalization  detailed  in- 
formation regarding  the  location  and  value  of  ore  lands,  and 
in  the  States  where  permanent  Tax  Commissions  exist  there  is 
no  reason  why  they  should  not  undertake  to  collect  the  infor- 
mation necessary  to  the  making  of  a  proper  assessment  of 
mineral  lands. 

It  is,  however,  well  to  recognize  that  the  value  of  ores  varies 
greatly,  and  that  some  mines  are  worth  a  great  deal  more  than 
others.  This  condition  is  in  itself  seemingly  opposed  to  the 
constitutional  requirements  of  the  States  where  the  general 
property  tax  is  in  vogue.  Thus  the  Minnesota  constitution 
did  require  that  all  property  should  be  assessed  uniformly  and 
equally  at  its  full  cash  value.  Whether  the  courts  would 
declare  the  method  followed  in  Minnesota  to  be  in  compliance 
with  the  provisions  of  the  constitution,  is  a  debatable  question ; 
but  in  the  economic  sense  the  recognition  of  differences  is  the 
only  means  of  arriving  at  a  fair  valuation.  If  the  classification 
has  been  carefully  made  so  as  to  include  all  of  the  essential 
differences  in  mines  due  to  location,  character  of  ore  and 
difficulty  of  mining,  then  equality  will  be  practically  established 
between  the  properties.  There  then  remain  the  rates  to  be 
applied  to  the  tonnage  developed  in  the  mines  of  each  class. 
This  feature  of  the  problem  is  the  most  difficult,  requiring 
examination  of  cost  statements,  transportation  charges  and 
general  expenses  of  mining  a  ton  of  ore.  These  facts  are  ob- 
tainable, and  the  results  can  be  worked  out  as  they  were  in 
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the  Minnesota  experience  in  what  may  be  termed  a  scientific 
manner. 

The  criticism  of  this  method  of  making  an  assessment  is 
negative  and  is  fully  stated  in  this  question :  Is  the  information 
obtainable?  It  may  be  that  the  taxing  authorities  of  Minne- 
sota were  unusually  fortunate  in  two  respects :  first,  in  the  fact 
that  a  large  corporation  owned  the  larger  part  of  the  property 
and  that  it  early  evidenced  a  willingness  to  give  the  fullest 
information  possible  of  its  properties;  second,  in  the  develop- 
ment of  the  exploration  business  which  has  been  carried  to  a 
high  degree  of  efficiency  on  the  iron  ranges.  To  put  it  in  other 
words,  the  information  existed  in  the  form  of  blueprints,  esti- 
mates and  chemical  analyses,  and  the  companies  were  willing 
to  give  the  authorities  the  information.  It  may  be  that  these 
conditions  cannot  be  duplicated  elsewhere;  but  the  system  of 
making  assessments  developed  there  under  the  provisions  of  the 
general  property  tax  is  worth,  the  writer  believes,  a  good  deal 
of  careful  study,  especially  in  view  of  the  inadequacy  of  many 
of  the  schemes  evolved  in  different  States  and  countries. 

Not  only  does  the  system  developed  in  Minnesota  make  a 
fair  assessment  as  between  properties  and  companies,  but  it 
tends  to  protect  the  reserves  of  ore  by  placing  them  at  a  lower 
value  than  the  ores  in  an  operating  mine.  The  inclination  to 
hurry  ores  to  markets  is  therefore  checked  in  some  measure  by 
the  fact  that  a  prospect  does  not  carry  as  heavy  a  tax  charge 
as  a  mine  that  is  sending  ore  to  the  smelters. 

The  failure  of  the  general  property  tax  to  develop  a  satis- 
factory system  of  taxing  minerals  has  led  to  a  number  of 
different  plans  presented  in  the  first  part  of  this  paper. 

The  annual  output  tax,  which  is  one  of  the  methods  used  by 
the  territory  of  Arizona,  the  Provinces  of  British  Columbia  and 
Ontario,  and  the  Mexican  government,  lays  the  tax  upon  the 
value  of  the  product.  The  objection  to  this  method  is  that  no 
distinction  is  made  as  to  costs  or  expense  of  producing  the  ore. 
The  same  objection  applies  where  the  assessment  of  the  prop- 
erty value  is  determined  by  the  output,  or  an  attempt  made  to 
capitalize  the  value  of  the  output  by  some  percentage  deter- 
mined in  practice  or  legalized  by  the  statutes.  The  province 
of  Ontario  has  met  these  objections  by  providing  for  the  deduu- 
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tion  of  expense  items  from  the  gross  receipts  of  the  operating 
company. 

In  the  instance  of  Mexico,  the  State  does  not  permit  the 
ownership  of  land,  so  that  the  question  of  assessment  is  one  of 
determining  the  value  of  the  output,  a  comparatively  simple 
method  of  securing  revenue.  In  other  States,  the  general  prop- 
erty tax  had  been  modified  by  the  addition  of  a  gross  earnings 
tax,  the  two  being  combined  together.  Such  is  the  case  in  the 
States  of  Colorado  and  South  Carolina.  Here,  again,  a  certain 
return  in  the  form  of  gross  receipts  is  used  as  the  basis  of  the 
assessment,  and  to  this  are  added  the  assessed  value  of  the  im- 
provements, machinery  and  the  like.  While  avoiding  the  real 
question  of  the  value  of  the  properties,  the  method  followed  in 
these  States  does  not  distinguish  between  the  costs  of  mining, 
but  goes  on  the  supposition  that  they  are  comparatively  equal. 
This  criticism  has  been  recognized  in  the  Utah  and  Montana 
laws,  where  the  general  property  tax  has  been  supplemented 
by  a  tax  on  the  assessment  of  net  earnings.  Two  fundamen- 
tally different  principles  are  coupled  together  in  these  laws :  one 
on  the  value  of  the  surface  and  the  other  on  net  proceeds.  The 
bookkeeping  difficulties  of  the  latter  and  the  definition  of  what 
constitutes  legitimate  mining  costs  are  sufficient  in  themselves 
to  make  the  law  unsatisfactory  in  its  actual  workings. 

The  authorities  of  Great  Britain  have  attempted  to  extend 
the  taxing  of  the  physical  properties  by  placing  a  tax  upon 
royalties.  This  is  to  be  commended,  but  in  the  mining  districts 
of  the  United  States  the  contracts  between  fee  owners  and  lessee 
compel  the  latter  to  pay  all  taxes  falling  upon  the  properties 
or  incomes  from  the  properties.  An  additional  tax  upon 
royalties  would  under  present  conditions  not  fall  upon  fee 
holders,  but  upon  the  operating  companies. 

A  sixth  form  of  taxing  mining  properties  is  the  tonnage  tax, 
which  has  much  to  commend  it.  Where  it  has  been  proposed, 
as  in  Minnesota,  the  objection  has  been  made  that  the  placing 
of  a  tonnage  tax  upon  output  left  the  local  governments  that 
are  compelled  to  rely  upon  the  mines  for  their  support  in  an 
uncertain  condition.  One  year  they  might  have  more  revenue 
than  they  needed,  and  in  another  year  a  great  deal  less.  Last 
year   the    tonnage    shipped    from    Minnesota    mines    reached 
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26,000,000  tons;  this  year  the  amount  will  probably  be  not 
much  more  than  half  of  what  it  was  last  year.  This  statement 
illustrates  the  contention  of  the  opponents  of  the  tonnage  tax. 
It  is,  however,  possible  to  combine  the  tonnage  tax  with  a  tax 
on  land  surface  at  a  nominal  assessment  so  as  to  provide  for 
the  uncertainties  of  the  tax  on  tonnage.  The  contention,  how- 
ever, is  based  upon  a  really  fundamental  principle  in  public 
finance,  that  of  a  close  relation  between  budget  and  income, 
which  should  not  be  uncertain  but  reasonably  sure. 

The  Minnesota  system  of  taxing  mineral  properties  is  the 
general  property  tax  modified  so  far  as  it  applies  to  the  determi- 
nation of  values  by  the  method  of  ascertaining  costs  of  pro- 
duction as  now  seen  in  the  Ontario  law.  The  plan  developed 
in  Minnesota  does  not  exempt  reserves,  as  in  the  case  of  the 
Ontario  law,  but  attempts  to  aggregate  the  values  that  are 
arrived  at  by  the  product  of  a  rate  and  the  known  tonnage. 
The  rate  is  derived  by  reducing  the  costs  called  for  in  the 
Ontario  law  to  a  tonnage  basis,  and  deducting  the  same  from 
the  receipts  per  ton.  One  exception  should  be  noted, —  the 
plan  included  in  the  calculations  of  the  rates  on  the  present 
worth  of  the  difference  between  receipts  and  costs  for  a  period 
of  twenty  years  at  4  per  cent  interest.  In  both  instances  the 
idea  of  distinguishing  different  kinds  of  property  and  placing 
them  on  a  just  basis  as  compared  with  their  values  or  earning 
power  is  clearly  a  part  of  the  scheme  of  taxation.  The  Ontario 
law  is  simpler  and  more  effective  as  a  piece  of  taxing  machinery; 
but  the  Minnesota  plan  of  assessing  mineral  properties  avoids 
the  uncertainties  and  inaccuracies  of  the  methods  usually  ap- 
plied in  the  case  of  the  general  property  tax  and  fills  a  tem- 
porary but  fairly  satisfactory  place  until  something  better 
adapted  to  the  industry  and  simpler  for  the  State  to  work  can 
be  created. 


TAXATION  OF  MINES  IN  UTAH  AND  NEVADA 

By  J.  J.  Thomas 
Secretary  State  Board  of  Equalization,  Salt  Lake  City,  Utah 

In  discussing  this  question  I  shall  confine  myself  to  those 
States  of  the  United  States  where  the  taxing  of  the  wealth  in 
the  mine  is  accomplished  by  assessing  what  is  called  the  "net 
proceeds."  I  do  this  because  of  my  familiarity  with  this 
method,  and  from  the  further  fact  that  a  discussion  of  the 
question  of  taxing  of  mines  from  different  standpoints  will  be 
beneficial  in  that  it  will  enable  us  to  learn  the  methods  used 
in  other  sections  than  our  own,  and  obtain  some  new  thoughts 
upon  the  subject. 

As  the  population  in  the  West  increased  to  that  point  where 
organization  into  government  for  the  comfort  and  safety  of  the 
people  and  the  protection  of  property  was  necessary,  naturally 
one  of  the  first  questions  that  arose  was  that  of  revenue,  and  in 
framing  revenue  laws  the  committees  in  charge  looked  to  the 
older  States,  often  the  ones  they  had  emigrated  from,  for  their 
guidance.  As  a  result,  the  laws  upon  revenue  in  force  in  those 
States,  old-fashioned  and  otherwise,  were  with  some  minor 
changes  incorporated  into  the  laws  of  the  territory  just  coming 
into  existence.  These  revenue  laws  answered  fairly  well,  until 
with  the  development  of  rich  mines  problems  arose  in  taxing 
them  which  did  not  affect  other  classes  of  property. 

The  value  of  real  estate  could  be  ascertained  with  reasonable 
accuracy,  according  to  its  location,  desirability  and  earning 
power.  The  value  of  improvements  is,  generally  speaking, 
always  in  evidence,  as  also  that  of  personal  property  when  it 
can  be  found;  but  to  determine  the  value  of  mineral-bearing 
land,  with  its  ores  buried  in  the  earth,  was  something  beyond 
human  power.  There  were  so  many  chances  for  uncertainties 
about  a  vein  or  deposit  of  ore,  in  mountainous  countries  espe- 
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cially,  that  the  only  way  to  determine  its  value  was  to  dig  it 
out,  sell  it  and  figure  up  what  you  had  left ;  until  that  was  done, 
no  man  could  tell  what  a  mine  was  worth. 

Veins  or  deposits  of  ore  have  been  found  which  upon  the  sur- 
face yielded  fabulous  returns,  but  which  when  sunk  a  few  feet 
gave  out  entirely  or  changed  to  so  low  a  grade  that  it  would 
not  pay  to  operate  them.  On  the  other  hand,  some  of  the  richest 
and  greatest  producing  mines  in  the  West  are  mines  which  were 
of  such  low  grade  that  they  practically  went  begging  for  some 
one  to  purchase  and  develop  them.  One  of  the  greatest  copper 
mines  in  Utah  was  upon  the  surface  a  deposit  of  cheap  pyrites 
of  iron,  its  owners  never  suspecting  that  as  the  vein  descended 
it  would  change  to  pay  copper.  The  great  La  Verde  Copper 
Mine  was  at  first  not  much  more  than  a  deposit  or  capping  of 
iron  ore ;  when  the  capping  was  bored  through  to  a  depth  of 
several  hundred  feet,  the  rich  copper  ore  was  found. 

In  gold,  silver,  lead  and  copper  mines  the  veins  change  in 
value,  character  and  quantity,  at  times  contracting  to  the 
thickness  of  a  sheet  of  paper,  or  widening  out  many  feet ;  in 
some  instances,  as  in  the  great  Emma  Mine,  a  fault  may  be  met 
and  the  vein  disappear  altogether.  Some  mines  have  what  is 
known  as  true  fissure  veins  lying  between  well-defined  walls; 
other  mines  are  pockety  and  uncertain.  In  one  of  these 
pockety  mines  a  pocket  was  found  from  which  $180,000  was 
taken  out  in  eighteen  hours;  but  more  often  pocket  mines  do 
not  much  more  than  pay  expenses.  The  same  may  be  said  of 
placer  mines. 

It  is  this  uncertainty,  or  the  inability  as  it  is  expressed  in 
mining  parlance,  to  see  into  the  ground,  which  made  the  assess- 
ing of  mineral  land  or  mines  a  problem. 

In  two  States,  Utah  and  Nevada,  this  problem  was  solved  by 
the  enactment  of  laws  providing  that  the  surface  area  of  mines 
should  be  valued  for  taxing  purposes  at  the  price  paid  the 
government  per  acre  for  it,  and  the  buildings,  machinery  and 
all  other  surface  improvements  at  the  same  value  that  similar 
classes  of  property  were  assessed,  the  value  of  the  mineral  in 
the  mine  to  be  determined  by  assessing  the  net  proceeds.  The 
■ection  of  the  Utah  law  bearing  directly  upon  the  assessment 
of  net  proceeds  of  mines  is  as  follows: 
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ASSESSMENT  OF  NET  PROCEEDS  OF  MINES 
Sec.  2566.   Statement  of  Gross  Yield 

Every  person,  corporation  or  association  engaged  in  mining 
upon  a  vein  or  lode,  or  placer  mining  claim,  containing  any- 
gold,  silver,  copper,  coal,  lead  or  other  valuable  mineral  de- 
posits, must  before  the  first  day  of  April  in  each  year  make 
out  a  statement  of  the  gross  yield  of  the  above-named  metals 
or  minerals  from  each  mine  owned  or  worked  by  such  person, 
corporation  or  association  during  the  year  preceding  the  first 
day  of  January  and  the  value  thereof.  Such  statement  must 
be  verified  by  the  oath  of  such  person,  or  by  the  superintendent 
or  managing  agent  of  such  corporation  or  association,  who 
must  deliver  the  same  to  the  assessor  of  the  county  in  which 
the  mine  or  mines  are  situated. 

What  to  contain :  The  statement  mentioned  in  the  preced- 
ing section  must  contain  a  true  and  correct  account  of  the  actual 
expenditures  of  money  and  labor  in  extracting  the  ore  or 
mineral  from  the  mine,  transporting  the  same  to  the  mill  or 
reduction  works  and  the  reduction  of  the  ore  and  the  conversion 
of  the  same  into  money,  or  its  equivalent,  during  the  year. 

Sec.  2568.   Expenditures  Allowed 

In  making  the  statement  of  the  expenditures  mentioned  in 
the  preceding  section  there  must  be  allowed  all  money  ex- 
pended for  necessary  labor,  machinery  and  supplies  needed 
and  used  in  the  mining  operations,  for  improvements  necessary 
in  and  about  the  workings  of  the  mine,  for  reducing  the  ore, 
for  the  construction  of  mills  and  reduction  works  used  and 
operated  in  connection  with  the  mine,  for  transporting  the  ore, 
and  for  extracting  the  metals  and  minerals  therefrom ;  but  the 
money  invested  in  the  mines  or  improvements  during  any  year 
except  the  year  immediately  preceding  such  statement  must 
not  be  included  therein.  Such  expenditures  do  not  include 
the  salaries  or  any  portion  thereof  of  any  person  or  officers  not 
actually  engaged  in  the  working  of  the  mine,  or  personally 
superintending  the  management  thereof. 

Sec.  2571.  Refusal  to  furnish  Statement 

If  any  person,  corporation  or  association  engaged  in  mining 
as  mentioned  herein,  refuses  or  neglects  to  make  and  deliver 
to  the  assessor  of  the  county  where  the  mines  are  located,  the 
statement  mentioned  in  this  chapter,  such  assessor  must  list 
the  property  and  assess  according  to  his  knowledge  and  in- 

2j' 


434  STATE  AND  LOCAL  TAXATION 

formation  the  amount  of  such  tax,  in  the  manner  provided  by 
law  for  the  assessment  of  other  property  where  no  statement 
is  furnished.  Such  person,  corporation  or  association  refusing 
upon  demand  to  furnish  such  statement  shall  also  be  subject 
to  the  penalty  provided  in  subdivision  two,  section  2521  and 
in  section  2522. 

The  Nevada  Law  is  as  follows: 

Article  1147,  Section  75.  All  proceeds  of  mines  includ- 
ing ores,  tailings,  borax,  soda  and  mineral-bearing  material  of 
whatever  character  shall  be  assessed  for  purposes  of  taxation, 
for  State  and  county  purposes  quarterly  in  the  manner  follow- 
ing :  From  the  gross  yield  returned,  or  value  of  all  ores,  tailings, 
borax,  soda,  or  mineral-bearing  material  of  whatever  character 
there  shall  be  deducted  the  actual  cost  of  extracting  said  ores 
or  mineral  from  the  mine;  the  actual  cost  of  saving  said  tail- 
ings, the  actual  cost  of  reduction  or  sale,  and  the  remainder 
shall  be  deemed  the  net  proceeds  and  shall  be  assessed  and 
taxed  as  net  proceeds  and  shall  be  assessed  and  taxed  at  the 
same  rate  and  as  other  property  is  taxed  as  provided  in  this 
act:  provided  that  there  shall  be  no  allowance  made  for  ex- 
penses incurred  prior  to  the  quarter  for  which  the  assessment 
is  made,  excepting  taiUngs  and  mines  producing  not  more 
than  one  ton  of  ore  or  mineral-bearing  material  per  day  for 
which  expenses  may  be  deducted  for  the  four  consecutive 
quarters  preceding  the  quarter  for  which  the  assessment  is 
made,  and  provided  further,  that  the  net  proceeds  shall  not 
the  second  time  be  assessed  for  taxation  so  long  as  such  pro- 
ceeds in  the  form  produced,  remain  in  the  possession  of  the 
person,  firm  or  corporation  producing  the  same. 

In  Utah  the  owner  or  owners  of  the  mine,  if  dissatisfied  with 
the  assessment,  may  make  complaint  to  the  County  Board  of 
Equalization,  and  I  think  the  same  rule  applies  to  Nevada. 

It  may  be  proper  to  say  here  that  in  1899  the  Utah  legisla- 
ture passed  a  law  taking  the  assessment  of  net  proceeds  of 
mines  out  of  the  hands  of  the  county  assessors  and  placing  them 
in  the  hands  of  the  State  Board  of  Equalization,  the  change 
working  very  satisfactorily.  In  1905,  however,  in  some  way 
a  question  was  submitted  to  one  of  Utah's  county  attorneys 
asking  him  whether,  under  the  constitution  of  the  State,  the 
State  Board  could  legally  assess  net  proceeds  of  mines.  He 
decided  no,  and  upon  the  contention  being  carried  to  the 
Supreme  Court  his  opinion  was  sustained.    An  amendment  to 
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the  constitution,  however,  was  submitted  by  the  last  legis- 
lature providing  that  it  again  be  placed  in  the  hands  of  the 
State  Board,  which  will  be  voted  upon  this  fall. 

It  would  appear  to  an  unprejudiced  person  that  fairer  laws 
than  those  of  Utah  and  Nevada  taxing  mines  could  not  be  well 
enacted,  that  they  are  just  to  all  concerned,  and  that  they 
provide  a  fair  way  of  ascertaining  the  just  proportion  of  taxes 
that  mine  owners  should  pay  upon  the  values  of  their  ore  de- 
posits, a  tax  which  automatically  rises  and  lowers  with  the 
value  and  amount  of  the  output  of  the  ores  of  the  mine,  yet 
under  these  just  laws  it  has  not  always  been  an  easy  matter  to 
collect  the  taxes  due.  The  dodging  of  taxes  is  a  failing  which 
does  not  in  any  wise  disappear  when  an  individual  becomes  the 
owner  of  a  paying  mine.  Men  raised  to  opulence  by  the  stroke 
of  the  pick  or  the  bursting  of  a  blast,  who  before  were,  in  many 
cases,  never  bothered  about  taxes,  from  instinct  do  all  they  can 
to  dodge  their  net  proceeds  tax. 

There  are  many  reasons  why  the  levying  of  a  net  proceeds  tax 
upon  mines  is  just.  The  owners  have  all  the  rights  under 
the  law  that  the  owners  of  other  kinds  of  property  have.  The 
machinery  of  the  courts  and  the  police  power  of  the  State  is  at 
their  disposal  for  the  protection  and  safety  of  their  property. 
That  this  privilege  is  of  some  importance  and  magnitude  may 
be  seen  when  it  is  understood  that  in  one  instance  in  Utah, 
when  the  operators  of  one  mining  company  went  out  upon  a 
strike,  it  was  deemed  necessary  for  the  protection  of  their 
property  to  call  out  the  State  miUtia  for  a  period  of  sixty  days 
at  a  cost  exceeding  $60,000. 

Most  of  us  are  familiar  with  the  expense  to  which  the  United 
States  government  was  put  when,  upon  the  call  of  Governor 
Sparks  of  Nevada,  made  in  response. to  the  demands  of  mine 
owners,  troops  were  sent  to  suppress  disturbances  at  Goldfield 
in  that  State,  which  the  mine  owners  claimed  was  caused  through 
a  strike  of  miners  under  their  employ,  and  that  before  the  diffi- 
culty was  settled  it  became  necessary  to  call  an  extra  session 
of  the  legislature  that  a  State-wide  police  bill  might  be  enacted  ; 
all  this  trouble  was  created,  and  the  great  expense  incident 
thereto  incurred,  through  the  urgent  demands  of  owners  of 
rich  mines  clamoring  for  protection  to  their  property.     In  this 
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connection,  it  is  fair  to  say  that  in  both  Utah  and  Nevada 
there  are  mine  owners  who  recognize  the  justice  of  the  law 
taxing  their  net  proceeds  and  who  cheerfully  comply  with  its 
requirements  in  contradistinction  to  others  who  do  all  they 
can  to  defeat  it. 

The  schemes  of  those  who  seek  to  evade  the  payment  of  the 
tax  are  many.  Some  of  them  will  not  make  returns,  hoping  that 
the  assessor  will  pass  them  by,  or  be  compelled  to  make  a  guess; 
and  as  assessors  are  often  weak  and  lacking  in  backbone,  they 
win  out  by  it.  Others  in  making  their  returns  deduct  from 
their  gross  receipts  expenses  not  allowed  under  the  law,  such 
as  moneys  expended  for  the  purchase  of  new  ground,  lawyers' 
fees,  damages  paid,  etc.  In  some  instances  the  cost  of  reduc- 
tion and  transportation  to  the  place  of  reduction  have  been 
padded  several  dollars  per  ton. 

An  incident  is  remembered  where  a  large  company  was  fur- 
nished a  blank  and  requested  to  make  its  return ;  its  agent,  how- 
ever, made  no  response  to  the  demand.  A  second  blank  was 
sent  with  the  same  result.  A  representative  of  the  assessing 
authority  then  called  upon  the  agent  to  inquire  why  no  state- 
ment had  been  filled  out  and  returned  as  required  by  law.  He 
was  informed  by  the  agent  that  not  much  of  anything  had  been 
made  the  previous  year,  and,  also,  that  the  books  were  East, 
and  the  company  had  no.  figures  in  Utah  at  their  disposal  upon 
which  to  make  a  return.  Upon  the  representative  making  his 
report  to  the  assessing  power,  a  quiet  investigation  was  made, 
with  the  result  that  an  arbitrary  assessment  of  $1,100,000  net 
proceeds  was  made,  and  a  notice  accordingly  served  upon  the 
company's  agent.  It  is  only  necessary  to  say  that  the  com- 
pany's agent  at  once  arrived  at  the  conclusion  that  he  could 
make  a  return,  and  that  it  would  not  be  any  trouble  whatever 
for  him  to  do  so  and  to  send  back  East  for  the  figures  necessary. 

When  the  activity  which  the  arbitrary  assessment  of 
$1,100,000  developed  in  the  agent  had  ended,  a  return  had 
been  made  in  which  the  company  acknowledged  net  proceeds 
of  $850,fXX),  upon  which  they  paid  taxes.  In  a  similar  case 
with  another  mine,  after  an  arbitrary  assessment  of  $450,000 
was  made,  the  owners  came  into  court  as  it  wore  and  acknowl- 
edged  and   paid   taxes  upon   $225,000.     In  another  case  the 
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assessing  authority  lost  out  by  only  assessing  $150,000.  The 
owners  of  the  mine  never  objected ;  why  ?  Because  it  should 
have  been  assessed  for  $300,000. 

Many  are  the  schemes  also  to  which  mine  owners  have  re- 
sorted to  defeat  the  operation  of  the  law. 

In  Nevada  one  very  large  producing  mine  escaped  its  net 
proceeds  law  by  forming  a  buying  company.  In  other  words, 
the  ores,  which  were  very  rich,  were  sold  by  the  company  pro- 
ducing them  at  about  the  cost  of  production  to  a  company  which 
was  created  to  buy  ores.  The  law  taxing  the  net  proceeds  of 
mines  did  not  tax  the  net  proceeds  of  ore-buying  companies. 
The  owners  of  the  ore-buying  company  were  the  owners  of  the 
mine.  By  this  neat  scheme  the  State  was  beaten  out  of  the 
tax  upon  a  sum  exceeding  ten  million  dollars.  This  mine  was 
located  in  a  county  so  poor  that  for  years  it  had  defaulted  its 
interest  on  a  not  very  large  bonded  indebtedness. 

Yet  the  tax  upon  these  net  proceeds  could  have  been  secured 
and  the  owners  of  the  mining  company  beaten  at  their  own 
game.  It  never  occurred  to  the  dull-witted  assessors  of  that 
county  that  as  soon  as  the  buying  company  reduced  the  ore 
and  extracted  its  store  of  gold  it  became  merchandise  and  was 
assessable  under  other  laws  of  their  State. 

In  another  instance  a  company  that  had  through  the  generous 
acts  of  the  Congress  of  the  United  States  and  the  indifference 
or  ignorance  of  the  Department  of  the  Interior  been  permitted 
several  years  ago  to  gobble  up  and  monopolize  very  large  and 
valuable  deposits  of  a  certain  mineral  in  Utah  resorted  to  a 
similar  dodge. 

This  company  was  in  existence,  operating  in  other  places, 
prior  to  the  securing  of  the  deposits  referred  to  above.  To 
own  and  operate  the  mineral  deposits  in  question,  it  organized 
a  new  company,  and  in  addition  to  the  plan  of  dodging  taxes 
upon  net  proceeds  it  also  had  a  buying  company.  It  also  formed 
a  transportation  company ;  in  other  words,  it  built  a  railroad  at 
a  cost  of  $1,500,000.  The  mining  company  sold  the  product 
to  the  buying  company  at  the  mouth  of  the  mine  for  just  about 
the  cost  of  extraction,  and  it  paid  the  railroad  company  a  freight 
charge  of  $15  per  ton  for  hauling  it  sixty-four  miles  to  the  depot 
of  a  transcontinental  railroad. 
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In  this  case  the  mine  owners,  the  buying  company,  and  the 
owners  of  the  railroad  were  one  and  the  same.  It  does  not 
require  a  picture  puzzle  to  find  out  how  the  State  and  county 
came  out  upon  its  net  proceeds  tax.  By  this  manipulation 
and  dodging  the  owners  were  able  to  satisfy  their  conscience  and 
swear  to  a  report  showing  that  a  great  mining  company,  whose 
products  ran  yearly  into  many  hundred  thousands  of  dollars, 
and  which  expended  a  million  and  a  half  to  build  a  railroad  to 
haul  its  products  sixty-four  miles,  was  making  yearly  but  a 
miserable  four  or  five  thousand  dollars.  It  may  be  said  that 
in  this  instance  the  State  and  county  authorities  did  not,  as 
in  the  first  recited  case.  He  down.  They  took  the  bull  by  the 
horns;  they  made  a  careful  investigation,  and  from  the  best 
knowledge  attainable  assessed  the  company  for  the  amount 
believed  to  be  their  net  proceeds,  and  made  them  pay  the  tax. 
The  company  paid  the  tax  under  protest,  but  have  since  brought 
suit  to  recover  the  amount  for  which  they  claim  they  were 
overtaxed.  The  authorities  have  decided,  however,  to  fight 
the  case  to  a  finish  and  have  the  question  determined  whether 
by  such  methods  mining  companies  can  escape  the  payment 
of  their  taxes.  This  should  be  done,  as  the  laws  taxing  net 
proceeds  of  mines  and  the  reasons  for  imposing  the  tax, 
as  has  been  set  forth,  are  many  and  potent,  and  manifestly 
just. 

It  is  a  question  whether  the  Congress  of  the  United  States 
has  not  been  too  liberal  in  the  enactment  of  its  mining  laws, 
whether  there  should  not  have  been  some  provision  made 
whereby  some  of  the  wealth  extracted  should  have  remained 
to  bless  and  help  the  locality  from  which  it  was  taken.  Min- 
eral deposits  are  the  only  resources  many  localities  have,  and 
once  the  mines  are  worked  out,  their  owners  disappear,  leaving 
nothing  but  holes  in  the  ground.  In  some  districts  a  few  men 
have  been  raised  to  opulence  beyond  their  fondest  dreams  ;  yet 
these  districts  are  now  practically  depopulated,  with  towns 
full  of  tenantless  buildings  rapidly  going  to  decay,  and  of  the 
millions  extracted  every  dollar  has  gone  to  enrich  other  com- 
munities. 

It  would  seem  that  it  would  have  been  but  the  part  of  wis- 
dom to  have  provided  that  a  certain  percentage  of  the  profits 
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should  have  been  retained  as  a  permanent  fund  to  help,  for  in- 
stance, in  maintaining  schools  and  roads. 

Had  such  a  law  been  in  force  in  Nevada  when  the  great 
Comstock  lode  was  emptying  its  riches,  the  owners  of  those  de- 
posits would  have  become  multi-millionaires,  and  a  suflScient 
fund  have  been  left  to  maintain  Nevada's  public  schools  and 
assist  in  maintaining  the  roads  of  the  State  through  all  the 
years  to  come. 

It  has  not  been  sought  or  intended  to  say  or  advocate  the 
taxing  of  the  producing  mines  beyond  that  which  other  classes 
of  property  are  taxed,  but  to  set  forth  in  plain,  concise  language 
the  experience  of  two  States  in  this  particular,  and  the  man- 
ner in  which  the  problem  was  solved  to  their  satisfaction.  It 
may  be  the  method  employed  has  imperfections.  We  shall 
be  glad  to  hear  from  other  States  and  Provinces  in  that 
regard. 

In  conclusion,  it  may  be  said  that  there  is  an  unrest  in  the 
land,  a  feeling  of  uneasiness  in  taxing  matters.  The  people  of 
to-day  live  far  in  advance  in  regard  to  creature  comforts  of 
those  of  the  past.  Where  they  walked  we  run.  We  do 
now  in  an  hour  what  it  required  them  a  day  to  do.  The  in- 
creased efiiciency  in  schools,  the  development  in  science,  the 
progress  made  in  civiUzation,  make  it  necessary  for  larger 
public  expenditures  than  ever  before.  We  not  only  require 
better  roads  and  bridges,  better  schools,  better  and  more  com- 
plete public  buildings,  but  we  demand  them.  The  roads  good 
enough  for  the  wonderful  one-horse  shay  will  not  suit  the  auto- 
mobile of  to-day ;  the  cannon  ball  school  stove  of  the  days  of 
our  childhood  has  been  relegated  to  the  scrap  heap  and  given 
place  to  improved  ventilating  and  heating  apparatus,  the 
old  wooden  desk  to  those  which  better  accommodate  them- 
selves to  our  bodies.  All  these  things  require  more  revenue. 
In  the  effort  to  find  this  revenue  we  have  been  gunning  for  the 
tax  dodger.  He  has  not  yet  been  bagged  to  a  sufficient  extent 
to  prevent  the  increase  of  taxes,  and  it  is  this  increase  which 
is  constantly  being  made  upon  those  classes  of  property  in 
sight  and  always  on  the  tax  list,  which  has  caused  the  unrest 
referred  to. 

Rich  mine  owners,  in  fact  wealth  in  all  shapes,  should  note 
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these  red  light  signals  of  discontent,  rise  to  the  occasion  and 
be  willing  to  bear  an  equal  share  of  the  burden  of  taxation. 
It  would  be  wisdom  to  do  so,  as  wealth  can  have  no  greater 
safeguard,  insuring  its  stability,  than  that  security  which  can 
be  thrown  around  it  by  a  contented  and  prosperous  people. 
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THE  TAX  COMMISSION  OF  KANSAS 

A  Review  of  the  Work  of  its  First  Year 

By  Samuel  T.  Howe,  S.  C.  Crummbr  and  W.  S.  Glass 
State  Tax  Commissioners,  Topeka,  Kansas 

The  problems  connected  with  assessment  and  taxation  in 
Kansas  do  not  differ  perhaps  from  those  in  other  States  which, 
like  Kansas,  have  the  general  property  tax. 

The  constitution  of  the  State  requires  that  "  the  legislature 
shall  provide  for  a  uniform  and  equal  rate  of  assessment  and 
taxation,  but  all  property  used  exclusively  for  State,  county, 
municipal,  literary,  educational,  scientific,  religious,  benevo- 
lent and  charitable  purposes,  and  personal  property  to  the 
amount  of  at  least  $200  for  each  family,  shall  be  exempted 
from  taxation." 

In  1876  the  legislature  revised  the  law  of  the  subject,  and  the 
code  then  enacted  has  remained  unchanged,  except  as  amended 
from  time  to  time  in  minor  particulars.  The  law  is  framed  to 
conform  to  the  constitutional  requirements,  and  contains  the 
usual  provisions  intended  to  insure  the  assessment  of  all  taxable 
property,  of  whatever  kind  or  character,  at  its  money  value. 

It  is  common  knowledge  that  statutes  requiring  the  assess- 
ment of  property  at  money  value  get  observed  rarely,  and  the 
causes  of  non-compliance  with  such  statutes  are  also  so  well 
known  that  it  would  be  idle  to  discuss  them  here. 

Previous  to  the  assessment  of  1908,  the  spirit  of  non-observ- 
ance of  the  assessment-at-money-value-feature  of  the  law  had 
so  possessed  assessors  as  to  produce  a  constantly  increasing 
degree  of  undervaluation  of  property  for  taxation  purposes. 

In  1904  the  Federal  Census  Bureau  estimated  the  true  value 
of  all  property  in  Kansas  at  the  sum  of  $2,253,224,243.  The 
assessment  that  year  of  all  property  in  the  State  aggregated 
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$372,673,858,  an  amount  slightly  in  excess  of  16.5  per  cent  of  the 
Census  Bureau's  estimate  of  true  value. 

The  loose  methods  of  assessment  became  very  obnoxious  to 
taxpayers,  and  for  twenty  years  or  more  prior  to  1907  a  reform 
of  the  system  had  been  variously  demanded.  The  legislature 
of  1907  responded  to  the  demand  and  enacted  a  law  —  Chapter 
408,  Laws  of  1907  —  supplementary  to  the  laws  then  upon  the 
statute  book.  The  new  law  provided  for  a  Tax  Commission 
to  have  general  supervision  of  the  work  of  assessment  and 
provided  also  certain  penalties  intended  to  secure  the  assess- 
ment of  all  property  at  its  actual  value  in  money.  This  law 
will  be  referred  to  hereinafter  in  a  more  particular  manner. 

The  last  assessment  under  the  old  plan,  that  of  1907,  is 
here  shown,  divided  among  three  classes  of  property: 

Value  of  Real  Estate    ....  $269,154,500  %  of  total  63.2 

Value  of  Personal  Property  .  .  .  78,854,269  %  of  total  18.5 
Value  of   Railroad   and   other   Public 

Service  Corporation  Property  .         .  77,272,445  %  of  total  18.1 

Totals $425,281,214  99.8 

The  assessment  of  1908  was  made  in  accordance  with  the 
new  requirements  and  resulted  in  the  values  following : 

Value  of  Real  Estate          .         .         .  $1,573,048,790  %  of  total  64.1 

Value  of  Personal  Property  -.  474,191,255  %  of  total  19.3 
Value  of  Railroad  and  other  I*ublic 

Service  Corporation  Property         .  404,320,352  %  of  total  16.4 

Totals $2,451,560,397  99.8 

When  the  values  of  1907  and  1908  are  compared,  it  will 
appear  that  the  assessment  of  1907  equals  only  17.34  per  cent 
of  that  of  1908,  or  in  other  words,  the  assessed  valuation  of 
1908  is  5.764  times  that  of  1907,  and  is  increased  476.4  per  cent 
over  the  1907  valuation. 

In  changing  to  the  new  plan  some  peculiar  results  of  the  old 
system  were  noted : 

In  one  of  the  earliest  settled  and  most  populous  eastern 
counties  of  the  State  there  was  appointed  by  the  Board  of 
County  Commissioners,  to  have  charge  of  the  1908  assessment, 
Ia  county  assessor  who  at  the  time  of  his  appointment  had  lived 
forty-three  years  upon  a  farm,  and  during  that  whole  time  the 
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value  of  the  farm  for  taxation  purposes  had  not  been  changed. 
The  custom  in  that  county  and  in  many  other  counties  prevailed 
among  the  assessors  of  copying  from  year  to  year  the  real  estate 
assessed  value  of  the  preceding  year,  as  the  assessment  of  real 
estate  for  the  current  year,  and  seldom  indeed  was  the  assess- 
ment made  upon  a  view  or  inspection  of  the  property.  As- 
sessors have  admitted  that  it  was  customary  for  out-of-town 
assessors  to  go  to  the  country  crossroads  store  and  there  await 
the  taxpayers,  who,  when  they  came,  practically  assessed 
themselves,  and  those  who  came  not,  did  not  get  assessed. 

Inequalities  were  everywhere  present  under  the  old  plan. 
As  an  illustration,  attention  is  called  to  one  county,  wherein 
440  real  estate  transfers,  covering  a  period  of  five  years,  showed 
an  average  assessed  valuation  of  12.36  per  cent  of  sale  value. 
In  one  township  of  that  county,  one  piece  of  farm  land  was 
assessed  at  3^  per  cent  of  the  sale  consideration.  In  the  same 
year,  in  the  same  township,  another  farm  was  assessed  at 
80  per  cent  of  the  price  at  which  it  sold.  Other  assessed  values 
in  the  same  county,  as  compared  with  sale  values,  were  as 
follows : 

One  township  assessed  value  ranged  from  3J%  to  63^%  of  sale  value. 

"    34  %  "   - 

35  %  " 

26i%  " 

54  %  " 
38J%  " 
58  %  " 
56i%  " 
17  %  " 
20i%  " 

55  %  " 
76  %  " 

Examples  somewhat  similar  could  be  given  for  many  other 
counties. 

The  property  of  a  manufacturing  corporation  had  been  valued 
by  the  local  assessor  for  several  successive  years  at  approxi- 
mately $30,000.  Under  the  spur  of  the  Tax  Commission, 
the  property  of  this  corporation  was  assessed  in  1908  in  round 
numbers  at  $1,100,000. 

Another  corporate  property  had  been  assessed  locally  at 
about  $100,000.  In  1908  it  was  assessed  by  the  Tax  Commis- 
sion at  $1,107,000. 


ther     " 

4  % 

8J% 

7  % 

2i% 

3i% 

4  % 

6i% 

7i% 

4  % 
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The  property  of  a  manufacturing  concern  in  another  county 
was  assessed  in  1907  at  $18,000  by  the  local  assessor.  Under 
the  new  plan  this  property  in  1908  was  valued  by  the  local 
assessor  at  $416,000. 

Examples  of  undervaluations  under  the  old  method  might 
be  given  almost  indefinitely,  but  enough  have  been  cited  to 
show  that  there  was  need  of  new  methods  intended  to  remedy 
existing  evils,  in  so  far  as  might  be  found  possible. 

The  law  before  referred  to  —  Chapter  408,  Laws  of  1907  — 
was  in  the  main  devoted  to  providing  machinery  for  the  en- 
forcement of  the  code  of  assessment  and  taxation,  enacted,  as 
has  been  said,  in  1876,  but  which  in  so  far  as  assessment  was 
concerned  was  executed  with  a  gradually  lessening  observance 
of  the  provisions  requiring  a  uniform  assessment  of  all  property 
at  true  money  value.  The  work  of  assessment  was  performed 
by  duly  elected  township  trustees  who  were  ex  officio  township 
assessors,  and  each  of  whom  was  a  law  unto  himself,  as  there 
was  no  supervisory  power  placed  anywhere.  The  County 
Board  of  Equalization  —  composed  of  the  three  county  com- 
missioners —  was  given  authority  to  equalize  the  assessment  by 
raising  or  lowering  the  valuation  of  the  real  estate  or  personal 
property  to  amounts  which  they  believed  to  be  the  true  money 
value  of  the  property,  but  this  authority  was  seldom  exercised. 

The  railroad,  telegraph,  ^telephone,  pipe  line  and  some  other 
public  service  corporation  properties  were  assessed  by  a  State 
board,  and  there  was  a  general  local  effort  to  assess  in  such  a 
way  as  to  make  the  corporation  property  bear  the  greatest 
burden  possible,  with  little  regard  to  equity.  By  the  new  law 
is  provided  a  central  supervision  of  assessments.  The  ulti- 
mate supervision  is  placed  with  a  Tax  Commission,  composed 
of  three  members,  appointed  for  a  term  of  four  years  by  the 
Governor,  by  and  with  the  advice  and  consent  of  the  Senate. 

The  Board  of  County  Commissioners  of  each  county  is  au- 
thorized to  appoint  a  county  assessor  to  have  supervision  of 
the  county  assessment. 

The  county  assessor  in  turn  is  empowered  to  appoint  deputy 
aaaessors  subject  to  the  approval  of  the  Board  of  County 
Commissioners.  He  is  required  by  the  law  to  appoint  the  duly 
elected  township  trustees  as  deputy  assessors,  but  such  appoint- 
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menta  may  be  disapproved  by  the  county  commissioners,  so 
that  a  way  is  open  to  reject  incompetent  persons. 

Great  power  is  given  to  the  Tax  Commission  over  the  assess- 
ment and  for  other  purposes.  The  Commission  is  required  to 
provide  a  uniform  method  of  keeping  the  tax  rolls  and  books 
relating  to  taxation  in  each  county  of  the  State;  to  formulate 
and  send  to  the  proper  officer  in  each  county  all  necessary 
forms  to  be  used  in  the  listing,  assessment,  return  of  property 
and  collection  of  taxes ;  to  visit  from  time  to  time  each  county 
in  the  State  for  the  purpose  of  requiring  the  assessment  and 
return  of  property,  at  a  uniform  value,  and  the  use  of  forms  and 
the  system  of  keeping  accounts  provided  by  law  or  by  the 
Commission. 

The  Commission  is  given  general  supervision  and  direction  of 
the  county  assessors  in  the  performance  of  their  duties,  and  is 
required  to  regulate  the  due  performance  thereof.  At  least  once 
in  two  years  the  Commission  must  cause  the  county  assessors 
to  meet  with  it,  at  the  State  Capitol,  to  discuss  in  general 
matters  connected  with  assessment  and  taxation. 

The  Commission  is  further  intrusted  with  a  general  super- 
vision of  taxation  throughout  the  State,  and  is  given  power 
to  make  any  investigation  which  may  be  necessary  to  enable 
recommendations  to  the  legislature  for  the  improvement  of  the 
system.  Power  of  supervision  is  also  given  over  township  and 
city  assessors,  boards  of  county  commissioners,  county  boards 
of  equalization,  and  all  other  boards  of  levy  and  assessment, 
to  the  end  that  all  assessments  of  property,  real,  personal  or 
mixed,  shall  be  made  relatively  just  and  uniform  and  at  its  true 
and  full  cash  market  value. 

The  members  of  the  Tax  Commission  ex  offix:io  constitute 
the  State  Board  of  Railroad  Assessors,  the  State  Board  of 
Appraisers  and  the  State  Board  of  Equalization,  and  in  one 
or  another  capacity  are  charged  with  the  assessment  of  the 
property  of  railroad,  telegraph,  telephone,  pipe  line,  express, 
sleeping  car,  private  car  line  and  street  railroad  companies, 
and  in  general  of  the  property  of  all  public  corporations  which 
render  service  interstate  or  intercounty. 

On  March  7,  1907,  the  Governor  appointed  and  the  Senate 
confirmed  the  appointments  of  the  three  members  of  the  Com- 
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mission,  but  the  law  was  to  take  effect  on  the  succeeding  first 
day  of  July,  therefore  the  Commission  was  not  organized  and 
did  not  commence  its  work  until  July  1,  1907. 

Immediately  upon  taking  office  the  Commission,  acting  as 
the  State  Board  of  Equalization,  began  the  work  of  the  State 
equalization  of  the  assessment  of  property  for  the  year  1907. 
This  task  was  finished  on  July  26,  and  the  Commission  then 
had  about  seven  months  in  which  to  prepare  for  the  assess- 
ment to  be  made  March  1,  1908,  pursuant  to  the  requirements 
of  the  new  law.  Some  embarrassment  attended  the  work  of 
preparation  because  of  the  fact  that  the  county  assessors  could 
not  be  appointed  until  the  January,  1908,  regular  meetings  of  the 
Boards  of  County  Commissioners  of  the  several  counties.  A 
series  of  forms  —  about  thirty  in  number  —  for  uniform  use 
throughout  the  State  was  prepared  and  sent  to  the  county 
clerks.  Among  them  were  forms  for  assessment  rolls  for  both 
real  and  personal  property,  tax  rolls,  a  personal  property 
statement  for  corporations  and  another  for  individuals,  a  bank 
assessment  statement,  a  statement  for  the  assessment  of  intra- 
county  telephone  and  pipe  line  properties,  forms  for  the  appoint- 
ment and  the  qualification  of  county  assessors  and  of  deputy 
assessors,  etc.  Special  forms  were  prepared  for  the  use  of  the 
Commission  and  were  sent  out  for  the  purpose  of  procuring 
statistical  information. 

Several  circular  letters  were  mailed  to  the  county  clerks 
and  to  the  Boards  of  County  Commissioners,  all  explanatory  of 
the  required  change  in  the  method  of  assessment  or  interpreting 
provisions  of  the  new  law  and  instructing  as  to  the  procedure 
to  be  followed. 

On  December  2,  1907,  a  pamphlet  of  instructions  to  county 
assessors  and  to  deputy  assessors  was  issued  and  mailed  to  the 
county  clerks,  to  the  county  commissioners  and  also  to  the 
township  trustees,  as  many  of  the  latter  would  ultimately  be 
appointed  deputy  assessors  and  be  charged  with  the  duty  of 
assessing  their  respective  taxing  districts. 

The  Kansas  legislature  was  convened  in  special  session,  from 
January  16  to  February  4,  1908,  and  among  the  laws  passed 
were  six  chapters  amending  sections  of  the  assessment  and  taxa- 
tion code.     Four  of  the  chapters  were  enacted  at  the  instai>ce 
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of  the  Commission,  and  among  them  one  —  Chapter  78  —  of 
great  importance.  This  law  was  designed  to  prevent  excessive 
taxation,  which  might  result  if  the  assessment  should  be  largely 
increased  and  the  old  levies  remain  unchanged,  and  in  substance 
prohibits  any  officer  or  board  of  any  taxing  district  having  power 
to  levy  taxes,  from  making  a  tax  levy  for  any  fund  which  will 
produce  a  sum  of  money  greater  than  102  per  cent  of  an  amount 
that  could  have  been  produced  in  1907  by  applying  the  maximum 
statutory  levy  to  the  valuation  of  1907.  An  amendment  was 
made  to  this  chapter  against  the  protest  of  the  Commission, 
whereby  the  Commission  is  given  power  to  authorize  boards 
of  county  commissioners,  mayors  and  councils  of  cities,  and 
boards  of  education  of  cities  upon  application,  to  raise  a  larger 
sum  of  money  than  that  limited  by  the  chapter,  any  amount 
so  authorized  not  to  exceed  the  amount  that  could  be  raised  by 
applying  the  statutory  rate  to  the  new  assessment.  Although 
many  applications  were  made  for  permission  to  raise  a  larger 
sum,  the  power  of  the  Commission  in  this  regard  was  sparingly 
exercised. 

At  the  regular  meeting  in  January,  1908,  of  the  Boards  of 
County  Commissioners  of  the  several  counties,  or  very  soon 
thereafter,  the  county  assessors  were  appointed,  and  on  January 
14  the  Commission  caused  to  be  sent  to  each  county  assessor 
a  circular  letter  of  instruction,  accompanied  by  suitable  blanks, 
designed  to  procure  for  the  Commission  certain  statistics  re- 
garding the  sales  of  real  estate. 

The  county  assessor  was  asked  to  report  to  the  Commission 
the  date  of  sale,  the  description  of  the  real  estate  sold,  the  con- 
sideration given  in  the  deed,  and  the  assessed  value  of  the  prop- 
erty for  the  year  in  which  sold,  and  also  the  ratio  of  assessed 
value  to  sale  value.  Instructions  were  given  to  reject,  in  so  far 
as  was  possible,  all  sales  that  were  not  bona  fide  sales  with  cash 
or  equivalent  considerations.  A  response  to  this  request  was 
made  during  January  by  all  counties,  and  the  information  thus 
gained  was  invaluable.  By  this  means  the  Commission  became 
advised  as  to  the  sale  values  and  the  corresponding  assessed 
values  of  five  pieces  of  real  estate  for  each  of  the  years  1903  to 
1907  both  inclusive,  in  about  1600  taxing  districts,  affording  in 
all  40,000  ratios  of  assessed  value  to  sale  value.  The  perform- 
2o 
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ance  of  this  statistical  work  was  of  incalculable  benefit  to  the 
county  assessors,  as  it  furnished  them  with  a  standard  of  true 
money  value  and  aided  them  materially  in  their  supervision 
of  the  work  of  their  deputy  assessors. 

On  January  17  a  call  was  issued  by  the  Commission  re- 
quiring the  county  assessors  of  the  State  to  meet  with  the  Com- 
mission at  the  State  Capitol  on  January  28,  1908,  and  when 
the  roll  was  called  on  that  day,  each  county  was  represented, 
and  each  of  the  105  county  assessors  answered  personally  to 
his  name. 

This  meeting  was  all  important  because  from  it,  in  great 
degree,  came  the  inspiration  which  controlled  the  county 
assessors  in  their  work  of  supervision  and  in  their  own  work 
of  assessment. 

It  was  not  an  experience  meeting,  for  the  proposition  to  be 
considered  was  new.  They  came  to  learn,  to  be  instructed  and 
to  have  the  various  provisions  of  law  interpreted.  When  the 
meeting  was  called  to  order,  it  at  once  became  apparent  to  the 
Commission  that  an  unusually  intelligent  body  of  men  had 
assembled,  and  it  developed  that  many  of  them  had  accepted 
the  position  of  county  assessor  because  of  pure  public  spirit 
and  a  desire  to  participate  in  bringing  about  what  was  generally 
known  to  be  a  much-needed  reform.  Many  of  them  had  been 
either  county  clerk,  county  treasurer  or  county  commissioner. 
It  is  very  doubtful  whether  an  elective  system  would  have  pro- 
duced a  body  of  men  so  well  adapted  for  the  work  before 
them. 

After  an  inspiriting  address  by  the  Governor  of  the  State, 
the  business  of  the  meeting  proceeded.  Instructions  upon 
many  points  in  addition  to  those  covered  by  the  pamphlet  of 
instructions  of  December  2  —  before  referred  to  —  had  been 
prepared  by  the  Commission  and  were  read  to  the  meeting,  and 
also  several  opinions  upon  parts  of  the  law  which  seemed  to  be 
not  well  understood. 

The  Commission  was  plied  with  questions  from  all  sides,  and 
three  Bessions  were  consumed  in  answering  questions  and  in 
discussing  some  feature  or  other  of  the  law. 

After  the  adjournment  of  the  meeting,  the  proceedings  were 
publinhcd  in  u  pamphlet  of  84  pages,  and  copies  supplied  to 


THE  TAX  COMMISSION  OF  KANSAS  451 

all  county  assessors  and  all  deputy  assessors  and  to  all  officers 
having  to  do  with  assessment  and  taxation.  The  correspond- 
ence in  the  office  of  the  Commission  at  once  became  volumi- 
nous and  required  the  exercise  of  much  care  and  thought. 

The  Commission  attended  a  joint  meeting  of  the  State  as- 
sociation of  county  clerks  and  county  commissioners  and  made 
many  official  visits  to  counties  as  a  body,  and  other  counties 
were  visited  by  members  of  the  Commission  separately.  No 
opportunity  was  lost  which  presented  itself  whereby  the  Com- 
mission could  in  any  way^inculcate  a  spirit  of  law  observance, 
and  the  results  achieved  led  to  the  belief  that  most  taxing 
officers,  and  as  well  a  great  majority  of  the  pubhc,  are  tired  of 
law  evasions,  and  will  heartily  lend  support  to  any  movement 
designed  for  law  enforcement  and  an  equitable  distribution  of 
the  burdens  of  taxation. 

After  the  local  assessments  were  fairly  under  way,  the  Com- 
mission in  March  took  up  the  assessment  of  property  which 
devolved  upon  it,  either  as  the  Tax  Commission,  the  State 
Board  of  Railroad  Assessors  or  the  State  Board  of  Appraisers, 
in  which  work,  and  the  distribution  of  the  values  found,  there 
was  continuous  employment  until  about  June  20. 

The  demand  by  the  Commission  that  the  county  assessors 
and  the  deputy  assessors  should  assess  all  property  coming 
under  their  jurisdiction  at  its  actual  value  in  money  necessitated 
like  action  by  the  members  of  the  Commission  while  serving 
upon  the  State  boards  which  they  constituted  ex  officio.  The 
assessment  of  the  property  of  railroad  and  of  other  public 
service  corporations  had  been  always  a  weighty  problem, 
and  to  determine  its  actual  value  in  money  was  far  more 
difficult. 

The  assessment  value  of  railroad  property  was  determined 
after  a  very  careful  consideration  of  all  elements  which  combine 
to  make  up  the  actual  money  value  of  that  kind  of  property. 
The  returns  of  the  companies  were  carefully  examined;  tours 
of  inspection  over  the  various  railroad  systems  were  made  with 
a  view  to  noting  the  condition  of  the  property,  including  the 
main  track,  second  track,  side  track,  buildings,  water  and 
fuel  stations,  etc.  Consideration  was  given  also  to  material 
and  supplies  on  hand,  rolling  stock,  moneys,  credits  and  all 
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other  property  of  the  companies;  the  financial  features  of  the 
properties  for  each  of  the  five  preceding  years  were  considered, 
such  as  capitaUzation,  reported  cost  of  construction,  gross  and 
net  earnings,  operating  and  maintenance  expenses;  the  rela- 
tion of  the  property  in  Kansas  to  the  interstate  system  of 
which  it  was  a  part,  and  in  fact  everything  which  could  be  con- 
ceived of  as  bearing  upon  value,  received  careful  study. 

The  result  of  the  assessment  was  a  valuation  of  $356,070,646. 

The  Census  Bureau  in  1904  estimated  the  commercial  value 
of  railroad  property  in  Kansas  at  $356,356,000. 

No  effort  was  made  to  measure  the  assessment  by  the  Census 
Bureau's  estimate  of  commercial  value.  Each  railroad  property 
was  studied  and  valued  separately  without  regard  to  any  other, 
and  when  the  valuations  of  all  were  added,  the  remarkable 
similarity  in  the  results  of  the  two  different  methods  of  valuation 
was  generally  considered  as  justifying  the  assessment.  The 
Commission  has  no  means  of  knowing  whether  there  is  a  cor- 
responding similarity  in  the  distribution  of  the  two  valuations 
among  the  various  railroad  properties. 

The  property  of  the  other  public  service  corporations  was 
assessed  in  Uke  manner. 

During  the  work  it  developed  that  some  of  the  railroad  prop- 
erties had  been  assessed  too  high  in  previous  years  and  others 
too  low;  therefore  from  the  assessment  of  1908  there  resulted 
necessarily  a  redistribution  of  railroad  values  among  the  tax- 
ing districts.  For  the  reason  that  in  some  districts  the  values 
did  not  rise  as  much  relatively  as  the  values  of  other  property, 
there  was  some  dissatisfaction  expressed,  but  generally  the 
assessment  appeared  to  be  satisfactory  to  the  public. 

After  the  expiration  of  the  time  fixed  by  the  statutes  for  the 
termination  of  the  work  of  County  Boards  of  Equalization,  for 
good  reasons  appearing,  the  Commission,  by  virtue  of  its  statu- 
tory authority,  is.sued  in  June  orders  to  the  County  Boards  of 
Ek)ualization  of  four  counties,  reconvening  them  as  such  boards 
for  the  purpose  of  enabling  them  to  goiiorally  do  and  perform 
any  and  all  acts  necessary  to  make  an  equitable  ocjualizution  of 
the  nsHehwment  of  their  respective  coimties,  and  also  in  June 
reconvened  the  board  of  another  county  for  the  purpose  of 
having  it  comply  with  orders  of  the  Commission  to  make  speci- 
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fied  changes  in  the  assessment  of  that  county  in  order  to  more 
fairly  equaUze  the  same. 

Again  in  July  the  county  boards  of  four  other  counties  were 
required  by  the  Commission  to  reconvene  and  make  such  changes 
in  the  assessment  of  their  respective  counties  as  were  specified 
by  the  Commission.     These  orders  were  all  complied  with. 

Early  in  July,  1908,  the  Commission,  acting  as  the  State  Board 
of  Equalization,  began  the  work  of  the  State  equalization  of 
the  assessment  of  property.  Dates  were  fixed  for  hearing  the 
representatives  of  counties,  and  at  the  time  appointed  nearly 
all  of  the  105  counties  were  heard  through  one  or  more  of  the 
taxing  authorities. 

A  part  of  the  work  of  State  equalization  was  the  considera- 
tion of  appeals  from  County  Boards  of  Equalization.  There 
were  127  appeals  filed,  and  many  of  them  involved  large  amounts 
and  brought  many  perplexing  questions  for  decision. 

In  hearing  testimony  and  listening  to  arguments  of  counsel, 
much  time  was  consumed,  and  it  was  the  last  day  of  July  before 
the  equalization  was  finished  and  the  equalized  values  certified 
to  the  various  counties. 

The  State  tax  levy  was  fixed  by  the  board  at  nine  tenths  of 
a  mill,  and  provides  for  State  revenue  the  sum  of  $2,203,561.18. 

When  the  sources  of  State  revenue  are  not  separated  from 
those  of  local  revenue  and  the  levies  for  the  two  kinds  of  revenue 
are  laid  upon  general  property,  an  equitable  State  equalization 
of  the  assessment  is  demanded  by  every  consideration  of  public 
policy. 

There  is  no  more  difficult  duty  that  can  be  imposed  upon  a 
State  board  than  that  of  State  equalization.  A  prerequisite 
to  a  proper  equalization  is  an  assessment  by  the  local  officers 
that  is  relatively  fair  and  just  among  all  taxpayers,  but  such 
an  end  is  rarely  attained. 

While  the  Commission  has  large  powers,  there  is  one  author- 
ity not  given  which,  if  granted,  would  aid  materially  in  a  more 
equitable  distribution  of  tax  burdens.  If  reassessment  of 
taxing  districts  could  be  ordered,  many  inequalities  might  be 
removed  under  the  direction  of  the  Commission. 

There  were  two  counties  that  caused  much  trouble  in  the 
State  equalization.     They  were  much  underassessed  compared 
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with  other  counties  of  the  State,  and  there  were  inequalities  in 
the  assessments  among  taxpayers  and  among  taxing  districts 
of  the  counties,  and  no  proper  rehef  was  given  by  the  County 
Boards  of  EquaUzation. 

The  orders  made  by  the  Commission  acting  as  the  State 
Board  of  EquaUzation  requiring  specific  changes  in  values 
among  the  taxing  districts  caused  much  dissatisfaction,  and 
resulted  in  two  rehearings  being  granted  in  each  of  the  two 
counties  above  mentioned.  One  rehearing  in  each  county  was 
at  the  county  seat,  and  in  each  instance  was  largely  attended 
by  interested  taxpayers;  but  the  rivalries  among  the  taxing 
districts  were  such  that  in  neither  county  could  a  compromise 
be  reached  satisfactory  to  the  State  board.  In  the  end  the  or- 
ders of  the  board  requiring  a  specific  readjustment  of  values 
among  the  taxing  districts  were  observed. 

It  is  interesting  to  note  certain  facts  which  appear  from  a 
comparison  of  the  assessments  of  1907  and  1908: 


The  1908  Value  of  Lands 
The  1908  Value  of  Town  Lota 
The  1908  Value  of  all  Real  Estate 
The  1908  Value  of  Personal  Property 
The  1908  Value  of  Public  Service  Corpora- 
tion property 
The  1908  Value  of  Railroad  Property  alone 


is  6.32  times  the  1907  Value 
is  4.6-4  times  the  1907  Value 
is  5.84  times  the  1907  Value 
is  6.01  times  the  1907  Value 

is  5.23  times  the  1907  Value 
is  5.13  times  the  1907  Value 


The  percentage  that  the  assessment  of  each  of  the  different 
classes  of  property  bears  to  the  total  assessment  in  each  of  the 
years  1907  and  1908  shows  to  what  extent  the  tax  is  shifted 
among  the  classes  of  property  by  the  1908  assessment : 


Ybab 

%  Land 

Town  Lotb 

%  All 
Rkal  Ebtatii 

%  Personal 
Property 

%  Rail- 
road, ETC. 
Property 

1907 
1908 

44.78 
49.12 

18.50 
15.03 

63.28 
64.15 

18.54 
19.34 

18.16 
16.49 

It  had  long  been  contended  that  city  real  estate  was  assessed 
higher  relatively  than  was  real  estate  outside  of  cities,  and 
that  the  property  of  public  service  corporations  had  borne 
more  than  its  just  share  of  the  tax.  The  foregoing  data  seem 
to  confirm  these  contentions. 


THE  TAX  COMMISSION  OF  KANSAS  455 

One  result  of  the  assessment  of  1908  was  to  place  upon  the 
tax  roll  personal  property  of  the  value  of  $213,591,148,  which 
had  never  before  been  listed  for  taxation. 

Of  all  personal  property  listed,  $46,461,402  or  8.9  per  cent 
was  exempted  from  taxation  by  reason  of  the  constitutional 
exemption  of  $200  for  each  family. 

The  sum  of  $2,451,560,397  remaining  upon  the  rolls  for 
taxation,  increased  by  the  amount  exempted,  produces  $2,498,- 
021,799,  as  the  total  valuation  by  the  assessors  of  all  property 
in  the  State. 

If  the  State  is  to  continue  the  general  property  tax,  and  is 
not  to  separate  the  sources  of  State  and  local  revenues,  great 
progress  has  been  made  by  the  first  assessment  under  the  new 
law  toward  the  degree  of  perfection  that  is  possible  of  attain- 
ment under  such  a  system. 


WORK  AND  PROBLEMS  OF  TAX  COMMISSIONS 

By  Egburt  E.  Woodbury 
Chairman  State  Board  of  Tax  Commissioners,  Albany,  N.Y. 

Taxation  for  the  support  of  government  is  a  necessity.  No 
problem  of  public  concern  so  directly  or  vitally  effects  more  of 
our  people  than  does  the  equitable  distribution  of  tax  burdens. 
That  much  injustice  is  being  done  and  that  great  inequality 
exists  in  the  distribution  of  these  burdens,  under  our  present- 
day  system  and  methods  of  assessment  and  taxation,  is  conceded 
by  all  who  have  made  a  study  of  the  subject,  and  is  most 
strongly  evidenced  by  this  gathering  of  representative  men  from 
different  nations  for  the  purpose  of  studying  the  question  and 
for  the  exchange  of  views  in  respect  to  remedies  which  may  be 
applied  to  obviate  these  conditions. 

A  system  of  taxation  which  is  sufficiently  comprehensive  to 
meet  the  requirements  of  a  State  and  its  municipal  subdivisions, 
and  at  the  same  time  to  be  just  and  equitable,  is  a  matter  of 
growth  and  evolution  as  a  result  of  painstaking  study  and  educa- 
tion. Theories  constitute  building  materials  in  the  construc- 
tion of  a  system  of  taxation,  but  are  valuable  only  when  found 
to  be  practicable  and  just,  after  being  tested  by  the  cold  hard 
hand  of  practical  experience. 

Another  element  which  must  always  be  reckoned  with  in  the 
construction  of  a  taxing  system  is  that  of  public  sentiment, 
because,  to  the  average  legislator  and  the  average  legislative 
body,  public  sentiment  is  usually  the  equivalent  of  an  official 
command,  and  no  great  reform  in  taxation,  involving  radical 
changes  in  existing  tax  laws,  can  be  accomplished  except  by 
educating  the  people  in  respect  to  existing  evils  and  obtaining 
their  approval  of  proposed  modifications. 

The  topic  assigned  me  for  discussion  before  this  Conference 
is  "  The  Work  and  Problems  of  Tax  Commissions."     It  will  be 
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impossible,  within  the  allotted  time,  to  enter  into  any  great 
detail  in  dealing  with  the  subject;  but  I  shall  take  occasion  to 
call  your  attention  to  certain  existing  conditions  in  the  matter 
of  tax  burdens  which  result  in  injustice  to  many  of  our  people, 
and  to  make  certain  suggestions  to  remedy  these  conditions. 
The  State  of  New  York  will  be  taken  for  reference,  because  I 
am  somewhat  familiar  with  the  tax  laws  of  that  State  and  the 
work  and  problems  of  its  Tax  Commission. 

I  shall  endeavor  to  employ  terms  which  will  convey  my 
meaning,  without  attempting  technical  accuracy  in  definition. 

We  have  in  New  York  State  the  dual  system  of  direct  and 
indirect  taxation.  By  the  direct  system  I  mean  the  general 
property  tax,  under  which  taxes  are  based  upon  the  assessed 
value  of  property  made  by  local  assessing  officers,  excepting 
special  franchises,  which  are  valued  or  assessed  by  the  State 
Board  of  Tax  Commissioners.  Our  system  of  indirect  taxation 
is  popular.  It  produces  revenue  sufficient  to  meet  all  ordinary 
expenditures  of  the  State,  and  leaves  a  substantial  surplus 
each  year.  The  principal  items  of  income  from  this  source  for 
the  fiscal  year  ending  September  30,  1907,  —  the  latest  authentic 
statistics  at  my  service,  —  were  as  follows,  viz : 


Tax  on  corporations  (annual)  .  .  . 
Tax  on  organization  of  corporations  . 
Tax  on  transfers  of  decedents'  estates 
Tax  on  transfers  of  stock  .... 
Tax  on  licenses  to  traffic  in  liquors     . 

Tax  on  mortgages 

Tax  on  racing  associations    .... 


$8,581,223.44 
391,423.18 
5,435,394.97 
5,575,986.64 
9,697,504.24 
2,442,249.73 
215,925.29 


Making  a  total   revenue  from   these  sources 

alone  of $32,339,707.49 

It  will  be  observed  that  a  portion  of  these  indirect  taxes  are 
taxes  upon  property  and  a  portion  are  license  or  excise  taxes. 
It  should  be  noted,  in  perusing  these  figures,  that  the  items  of 
income  from  taxes  on  mortgages  and  from  licenses  to  traffic 
in  liquor  represent  only  one  half  the  amount  collected,  after 
deducting  the  expense  of  collection,  the  other  half  being  dia- 
tributcd  locally.    These  indirect  taxes  are  collected  and  the 
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laws  for  the  enforcement  of  collection  administered  by  the 
Comptroller  of  the  State  and  other  State  and  local  officials, 
with  the  exception  of  the  tax  on  mortgages  and  the  administra- 
tion of  the  law  relating  thereto.  This  latter  tax  is  collected  by- 
recording  officers  acting  under  the  general  supervisory  power 
of  the  State  Board  of  Tax  Commissioners. 

The  principal  duties  devolving  upon  the  State  Board  of  Tax 
Commissioners  of  New  York  State  fall  under  three  general 
classes : 

First:  Those  relating  to  the  administration  of  the  mortgage 
tax  law. 

Second :  The  assessment  of  special  franchises,  and 

Third:  Those  relating  to  the  administration  of  the  general 
property  tax  laws  of  the  State. 

The  main  problems  of  the  Commission  arise  from  these  three 
classes  of  subjects. 

Mortgage  Tax  Law 

Under  our  statute  a  tax  of  50  cents  for  each  $100  and 
each  remaining  major  fraction  thereof,  of  principal  debt  or 
obligation  which  is,  or  under  any  contingency  may  be,  secured 
at  the  date  of  execution,  is  imposed  upon  each  mortgage  re- 
corded. On  corporate  trust  mortgages  this  tax  is  payable  to 
the  recording  officer  in  whose  office  the  mortgage  is  first  recorded 
as  each  advancement  is  made;  and  provision  is  made  for  filing 
statements  showing  the  amount  and  date  of  each  advancement. 
On  all  other  mortgages  the  tax  is  payable  to  the  recording 
officer,  at  the  time  of  recording,  upon  the  full  maximum  amount, 
which  is,  or  under  any  contingency  may  be,  secured  thereby, 
and  must  be  paid  as  a  condition  precedent  to  the  right  to 
record  the  instrument.  Unless  the  maximum  amount  secured 
is  determinable  from  the  mortgage,  or  by  a  sworn  statement 
of  the  owner  filed  at  the  time  of  recording,  the  taxable  amount 
is  the  value  of  the  property  covered  by  the  mortgage,  to  be 
determined  by  the  recording  officer.  The  sworn  statement, 
if  used  to  fix  the  maximum  amount  taxable,  conclusively 
limits  the  amount  for  which  the  owner  can  enforce  the 
mortgage. 
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Executory  contracts  for  the  sale  of  real  estate,  where  the 
vendee  has  or  is  entitled  to  possession  of  the  property,  are 
deemed  to  be  mortgages  and  are  taxable  as  such. 

Old  mortgages  may  be  brought  under  the  operation  of  the 
law  by  the  owner  filing  with  the  recording  officer  where  the 
mortgage  is  recorded  a  sworn  statement  of  the  amount  unpaid 
at  the  time  of  filing  the  statement  and  paying  the  tax  thereon. 
The  amount  of  tax  is  not  diminished  by  the  fact  that  personal 
property  is  embraced  in  the  mortgage  and  constitutes  a  part 
of  the  security  for  the  debt.  Where  real  property  covered 
by  a  mortgage  is  located  partly  within  and  partly  without  the 
State,  the  amount  of  indebtedness  secured,  which  is  taken  as  the 
basis  of  the  tax,  is  fixed  by  the  State  Board  of  Tax  Commissions 
by  determining  the  relative  value  of  the  mortgaged  property 
within  the  State  as  compared  to  the  total  value  of  the  entire 
mortgaged  property,  taking  into  consideration  in  so  doing  the 
amount  of  all  prior  incumbrances.  The  tax  collected  is  dis- 
tributed one  half  to  the  State  and  the  other  half  to  the  tax 
district  where  the  real  property  covered  by  the  mortgage  is 
situated,  and  if  situated  in  more  than  one  tax  district,  among 
the  several  districts  on  the  basis  of  the  assessed  value  of  such 
real  property,  or  the  full  value  if  the  assessed  value  cannot  be 
ascertained,  after  deducting  prior  incumbrances.  The  expenses 
of  administering  this  law  are  payable  from  the  tax  collected, 
after  being  approved  or  audited  by  the  State  board. 

For  the  year  commencing  July  1,  1906,  and  ending  June  30, 
1907,  there  were  recorded  147,746  mortgages,  subject  to  the 
provisions  of  this  act,  and  6070  old  mortgages  were  brought 
under  its  operations  by  statements  filed.  The  tax  collected 
was  $4,950,278.35  and  the  expense  of  collection  was  $62,880.55. 
From  July  1,  1907,  to  and  including  June  30,  1908,  123,908 
new  mortgages  were  recorded  and  22,162  old  mortgages  were 
brought  under  the  operation  of  the  law  by  statements  filed. 
The  tax  collected  amounted  to  $3,399,998.22  and  the  expense 
of  collection  was  $58,392.72.  It  may  be  stated  generally  that 
the  State  Board  of  Tax  Commissioners  is  charged  with  the 
administration  of  this  law.  While  recording  officers  are  re- 
quired to  act  in  the  first  instance  in  respect  to  the  amount  of 
tax  to  be  collected  on  mortgages  offered  for  record,  and  upon 
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the  question  of  the  taxability  of  instruments  so  offered,  all 
their  acts  are  subject  to  review  by  this  board.  Under  the 
provisions  of  the  law  the  State  Board  of  Tax  Commissioners 
is  charged  with  general  supervisory  power  over  all  recording 
officers  in  respect  to  the  duties  imposed  by  the  act,  the  power 
to  make  rules  and  regulations  for  their  government  in  respect 
thereto,  not  inconsistent  therewith  or  with  any  other  statute. 
This  board  makes  all  apportionments  of  taxes  among  the  several 
tax  districts,  and  determines  the  taxable  amount  where  prop- 
erty covered  by  the  mortgage  is  located  partly  within  the 
State  and  partly  without  the  State,  and  passes  upon  practically 
all  questions  arising  under  the  act  whenever  any  controversy 
arises,  A  few  minor  changes  will  perfect  the  administrative 
features  of  the  law.  Our  people  are  generally  pleased  with  its 
working,  except  in  one  particular,  concerning  which  a  difference 
of  opinion  exists.  These  mortgages,  once  taxed  under  this  act, 
are  forever  exempt  from  future  taxation  in  any  manner.  A 
strong  difference  of  opinion  exists  as  to  the  advisability  or 
justice  of  this  unlimited  exemption.  Many  of  our  people 
believe  that  mortgages,  or,  more  strictly  speaking,  the  debts 
secured  thereby,  should  bear  an  annual  tax  burden,  while 
others  are  equally  as  strenuous  the  other  way.  The  latter 
class  is  composed  mainly  of  those  who  are  in  favor  of  total 
exemption  from  taxation  of  this  class  of  property.  Personally, 
I  believe  a  small  annual  tax,  at  a  fixed  rate,  would  be  preferable 
and  just.  Let  us  assume  the  average  life  of  mortgage  to  be 
five  years.  Many  of  our  large  corporate  mortgages  run  for 
forty  or  fifty  years.  To  me  it  does  not  seem  to  be  sound  in 
principle,  or  just,  to  tax  a  mortgage  running  one  or  five  years 
on  the  same  basis  as  one  running  forty  or  fifty  years.  An 
annual  tax  would  obviate  this  inequality,  and  a  small  rate 
of  taxation  would  yield  a  very  substantial  revenue,  reaching 
its  maximum  amount  when  the  average  life  of  such  instruments 
is  reached,  and  continuing  from  that  period  forward.  In  any 
event,  a  tax  should  be  imposed  at  the  end  of  each  average  life, 
upon  all  such  instruments  running  for  a  longer  time,  on  the 
amount  then  remaining  unpaid.  To  my  mind,  it  is  no  answer 
to  such  a  plan  to  say  that  the  tax  is  based  upon  the  right  to 
record  the  mortgage,  because,  if  we  take  the  indebtedness  as 
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the  basis  for  the  computation,  the  tax  is  really  upon  the  prop- 
erty and  not  upon  the  privilege. 

Special  Franchises 

The  State  Board  of  Tax  Commissioners  is  charged  with  the 
duty  of  valuing  special  franchises  in  and  for  the  several  tax 
districts  of  the  State,  and  those  valuations,  when  made,  are 
carried  upon  the  assessment  rolls  of  the  respective  tax  dis- 
tricts where  the  franchises  are  enjoyed,  and  constitute  the  as- 
sessment thereof  for  the  purpose  of  taxation,  in  the  same 
manner  as  other  property  appearing  upon  such  rolls. 

This  species  of  franchise  must  not  be  confused  with  the 
general  franchise  of  a  corporation,  —  the  right  to  organize, 
exist  and  do  business  as  a  corporation,  because  they  do  not 
of  necessity  have  any  relation  to  or  association  with  the  general 
corporate  franchise.  These  special  franchises  consist  in  the 
right  to  use  or  occupy  the  streets,  highways  and  public  places 
for  business  purposes,  and  are  founded  upon  a  grant  of  per- 
mission or  authority  from  the  State  or  from  some  municipal 
subdivision  thereof.  The  ownership  of  a  special  franchise  may 
be  by  an  association,  copartnership  or  individual,  as  well  as 
by  a  corporate  body,  but  all  are  alike  assessable  and  taxable. 
These  special  franchises  are,  arbitrarily,  made  real  estate  by 
statute  for  the  purpose  of  taxation,  and  include  all  the  tan- 
gible property  in  connection  therewith  in  the  streets,  highways 
and  public  places. 

It  will  be  understood  that  a  tax  district  in  New  York  State 
is  a  city  or  township  subdivision,  of  which  there  are  1019  in  the 
State,  each  having  a  board  of  assessors. 

During  the  past  year  the  State  Board  of  Tax  Commissioners 
made  7321  valuations  of  special  franchises  against  corporations, 
associations,  copartnerships  and  individuals  on  behalf  of  1013 
tax  districts,  aggregating  in  amount  $601,070,557. 

The  problems  presented  in  making  these  valuations  arc  nu- 
merous and  ofttimes  complex  and  difficult.  The  value  of  a 
special  franchise  is  conceded  to  be  its  earning  power,  or  what, 
under  good  business  management,  the  owner  thereof  can  reason- 
ably produce  in  earnings  by  reason  of  its  possession  and  en- 
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joyment.  By  the  term  "earnings,"  as  here  employed,  I  mean 
net  earnings  or  profits.  It  is  doubtless  true  that  net  earnings, 
capitalized  at  a  rate  which  allows  a  proper  return  on  the  in- 
vestment, taking  into  consideration  the  hazards  of  the  business 
and  the  skill  in  its  management,  constitutes  the  ideal  method 
of  arriving  at  the  value  of  this  species  of  property  for  the  pur- 
pose of  taxation ;  but  the  statement  of  the  rule  also  suggests  the 
difficulties.  What  elements  should  be  considered  and  what 
deductions  made  in  arriving  at  net  earnings?  What  has  been 
the  character  of  the  management  in  the  given  case,  whether 
poor,  good  or  extraordinarily  skillful,  because  the  equation  of 
business  skill  and  ability  always  enters  into  the  question  of 
earnings;  and  what  shall  be  the  rate  of  capitalization  in  the 
given  case,  taking  into  consideration  the  hazards  of  the  business 
enterprise  ?  All  agree  that  in  arriving  at  net  earnings  the  op- 
erating expenses  must  be  deducted,  and  yet  we  all  know  that 
"operating  expenses"  is  an  elastic  term,  and  these  expenses 
are  capable  of  being  manipulated  even  to  the  extent  of  wiping 
out  profits  if  allowed  without  restriction  or  limit. 

The  question  then  presented  is,  what  is  a  proper  sum  to  be 
allowed  for  these  expenses  in  the  given  case  ?  Then  again,  the 
burdens  imposed  upon  the  franchise  by  the  municipality  grant- 
ing it  are  frequently  so  great  as  to  materially  affect  its  value, 
and  cases  are  known  to  exist  where  they  are  so  great  as  to  act- 
ually destroy  its  value  as  an  earning  proposition.  Again,  the 
operation  of  a  railroad  in  streets  constitutes  a  greater  burden 
than  does  the  existence  of  gas  mains  and  electric  wires  therein, 
and,  by  the  very  nature  of  its  occupancy,  is  essentially  more 
monopolistic,  and  companies  seeking  a  franchise  to  operate  a 
railroad  are  usually  required  to  pay  to  the  municipality  a 
greater  compensation  for  the  use  of  such  streets.  In  other 
words,  in  the  public  mind  the  value  of  the  right  to  use  the 
streets,  highways  and  public  places  to  operate  a  railroad  is 
regarded  as  of  more  value  than  the  right  to  operate  a  gas  or 
electric  plant  therein.  In  the  nature  of  its  use  a  railroad  com- 
pany has  a  more  exclusive  use  of  streets  than  do  gas  and 
electric  companies,  and  yet,  quite  as  frequently  as  otherwise, 
these  gas  and  electric  companies  earn  more  profits  than  does  the 
railroad  company.     The  question  then  presents  itself  whether  it 
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is  just  to  employ  the  same  rate  of  capitalization  in  fixing  the 
value  of  the  franchise  for  taxation  purposes.  Again,  what,  in 
a  given  case,  shall  be  allowed  for  earnings  on  account  of  invest- 
ments outside  the  streets  which  contribute  to  the  profits? 
Again,  in  some  instances  there  are  no  earnings,  and  in  others  the 
earnings  are  so  connected  with  the  business  enterprise  as  a  whole, 
as  to  render  it  impossible  to  determine  the  amount  earned  by 
reason  of  the  street  franchise.  This  is  illustrated  in  the  case 
of  a  railroad  enjoying  a  special  franchise  to  operate  in  an  im- 
portant street  across  a  city  for  a  distance  of  say  four  miles. 
This  four  miles  of  trackage  may  constitute  a  part  of  a  system 
five  hundred  miles  in  extent.  In  such  a  case  it  would  be  prac- 
tically impossible  to  determine  the  amount  of  earnings  on  the 
given  four  miles  of  trackage,  except  by  taking  some  arbitrary 
basis  of  apportionment. 

The  stock  and  bond  theory  has  its  advocates  in  arriving  at 
the  valuation  of  special  franchises.  These  advocates  contend 
that  by  taking  from  the  market  or  actual  value  of  the  stock, 
plus  the  par  value  (or  actual  value  where  below  par),  of  bonds 
of  a  corporation,  the  value  of  its  tangible  property  and  the 
amount  of  its  outside  investments,  and  accounts  and  bills 
receivable,  the  difference  will  represent  the  value  of  the  special 
franchise  enjoyed.  This  theory,  while  a  beneficial  aid  in  ar- 
riving at  franchise  values, -is  defective  in  essential  particulars 
and  misleading  in  results  obtained  in  many  instances.  It  takes 
no  account  of  earnings  properly  creditable  to  investments  in 
a  plant  outside  the  streets.  It  takes  no  account  of  business 
sagacity  and  skill  which  influence  the  market  value  of  the  stock 
and  bonds.  It  takes  no  account  of  beneficial  contracts  made  on 
behalf  of  the  corporation,  which  of  themselves  may  be  of  sub- 
stantial value  and  which  may  influence  the  value  of  the  stock 
and  bonds,  or  of  many  other  elements  and  considerations  which 
affect  such  values;  and  it  is  a  theory  which  could  not  be  applied 
in  valuing  franchises  owned  by  copartners  or  individuals. 

Without  attempting  to  recount  them  all,  as  it  would  be  im- 
pOBsible  within  the  limits  of  an  ordinary  discussion,  enough  has 
been  said  to  point  out  the  difficulties  attending  the  making  of 
these  valuations  and  some  of  the  different  elements  which  must 
be  eonaidered  in  making  them. 
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There  has  been  much  litigation  growing  out  of  the  special 
franchise  tax  law  in  New  York  State,  but  as  yet  the  decision  of 
our  courts  has  not  settled  the  rules  which  are  to  govern,  or 
which  give  material  aid,  in  the  fixing  of  these  values;  and  I 
regard  it  as  morally  certain  that  no  uniform  rule,  practical 
in  its  application,  can  be  formulated  for  making  all,  or  any 
fconsiderable  number,  of  these  valuations.  Every  case,  to  a 
greater  or  less  extent,  must  depend  upon  its  own  merits  and 
be  governed  by  its  own  peculiar  circumstances,  because  of  the 
differences  in  conditions  in  different  localities  and  the  differences 
in  the  nature  of  the  business  in  which  the  franchise  is  employed. 

Our  franchise  tax  law  is  seriously  defective  in  its  adminis- 
trative features  in  that  it  fails  to  afford  an  adequate  remedy 
to  enforce  the  payment  of  taxes  based  upon  this  class  of  assess- 
ments. A  large  amount  of  litigation  follows  the  fixing  of  these 
valuations,  especially  in  New  York  City,  where  the  larger  assess- 
ments are  made.  The  courts  have  heretofore  followed  the 
practice  of  treating  valuations  made  by  the  State  Board  as 
being  at  full  value,  which  they  are  intended  to  be,  and  of 
allowing  a  reduction  of  such  valuations  to  the  basis  of  local 
assessments  in  the  tax  district  for  which  they  are  made.  Some 
cases  are  litigated  upon  the  issue  of  overvaluation,  but  much  the 
larger  number  are  litigated  for  the  purpose  of  obtaining  this 
equalized  reduction.  Under  the  terms  of  our  statute  the  insti- 
tution of  certiorari  proceedings  to  review  an  assessment  does 
not  stay  the  collection  of  the  tax,  but,  as  a  practical  question  as 
respects  the  taxes  on  this  species  of  property,  it  has  that  effect, 
because  the  machinery  for  the  collection  of  the  tax  is  not  ade- 
quate to  compel  prompt  payment.  The  litigation  in  this  class 
of  cases  is  protracted  and  expensive,  and  in  some  cases,  as  is 
believed,  is  resorted  to  for  the  purpose  of  delaying  payment; 
while  in  many  others  it  forms  the  excuse  for  such  delay.  It  is 
my  opinion  that  the  statute  should  be  so  amended  as  to  allow 
the  State  Board  of  Tax  Commissioners  to  take  into  considera- 
tion the  basis  of  assessments  of  other  real  property  in  the  tax 
districts  for  which  the  special  franchise  valuations  are  made, 
and,  when  such  local  assessments  are  found  to  be  on  a  basis 
less  than  full  value,  to  allow,  in  the  first  instance,  a  reduction 
in  such  valuation  to  the  basis  of  the  local  assessments ;  and  then 
2h 
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require  the  payment  of  taxes  levied  thereon  as  a  condition 
precedent  to  the  right  to  litigate  the  assessment,  accompanied 
by  suitable  provisions  for  a  refund  of  any  excess  of  taxes  paid 
in  case  the  litigation  results  favorably  to  the  corporation  or  per- 
son assessed.  In  cases  involving  jurisdictional  questions,  the 
court  should  be  granted  discretionary  power  to  grant  a  stay  in 
the  payment  and  collection  of  the  tax,  for  a  limited  period  of 
time,  to  allow  a  determination  of  the  question;  but  the  court 
should  be  allowed  to  grant  such  stay  only  in  cases  where  it 
is  satisfied  that  a  serious  jurisdictional  question  is  actually 
involved.  Suitable  penalties  should  be  provided  to  induce 
payment,  even  to  a  forfeiture  of  the  franchise,  and  an  immediate 
remedy,  by  sequestration  proceedings  or  a  sale  of  the  property, 
should  be  allowed  in  case  of  refusal  or  neglect  to  pay.  These 
remedies  may  seem  drastic,  but  the  seriousness  of  the  situation 
will  be  quickly  appreciated  when  I  state  that  more  than 
$22,000,000  of  taxes,  levied  on  these  special  franchise  assess- 
ments, remain  unpaid  in  the  city  of  New  York  alone,  although 
the  law  has  only  been  in  operation  since  1899. 

Direct  or  General  Property  Tax 

This  tax  is  based  upon  assessments  of  real  and  personal 
property,  made  by  local  -oflScers  in  the  several  tax  districts, 
including  the  assessments  of  special  franchises  made  by  the 
State  board  for  the  locality.  Among  the  duties  of  the  State 
Board  of  Tax  Commissioners  in  respect  to  this  general  scheme 
of  taxation,  are:  To  visit  every  county  in  the  State  at  least 
once  in  two  years,  and  meet  and  confer  with  local  boards  of 
assessors  and  the  supervisors,  and  inquire  into  the  methods  of 
assessment  and  taxation,  and  ascertain  whether  the  assessors 
faithfully  discharge  their  duties,  and  particularly  as  to  their 
compliance  with  the  law  respecting  the  assessment  of  property 
at  full  value;  to  furnish  local  assessors  with  such  information 
as  is  necessary  or  proper  to  aid  them  in  making  their  assessments 
properly;  to  prepare  forms  for  reports  and  assessment  rolls; 
to  furnish  the  same  to  the  assessors  and  other  officers  and  to 
hear  appeals  from  equalizing  boards  by  aggrieved  tax  districts. 
These  duties  are  accompanied  with  power  to  take  testimony 
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and  hear  proofs,  under  oath,  with  reference  to  any  matter 
within  the  line  of  its  official  duties. 

The  powers  and  duties  of  the  State  board  in  respect  to  the 
administration  of  this  branch  of  our  tax  law  are  advisory  in 
their  nature.  The  statutes  of  New  York  State  require  the  assess- 
ment of  all  property  by  local  assessors  to  be  at  full  value,  and 
the  assessing  officers  are  required  to  take  an  oath,  and  attach 
it  to  the  roll,  that  the  assessments  are  at  full  value,  according 
to  the  judgment  of  a  majority  of  the  board.  No  power  is 
vested  in  any  one,  however,  to  compel  compliance  with  this 
statutory  requirement  by  any  direct  procedure,  and  the  only 
remedy  for  a  violation  of  the  statute  is  by  an  indictment  for 
perjury,  or  by  proceedings  to  remove  the  offending  officials 
from  office  for  willful  neglect  of  duty.  These  remedies  are 
practically  a  dead  letter. 

To  my  mind,  the  rule  requiring  assessments  of  property  to 
be  on  the  basis  of  full  value  is  the  only  rational  rule  which  can 
be  adopted  to  preserve  equality  in  assessments  and  to  equitably 
distribute  the  burdens  of  taxation  as  respects  this  class  of 
property.  Yet  assessing  oflficers  more  frequently  than  other- 
wise violate  the  law  in  this  respect,  and  deliberately  and  in- 
tentionally assess  the  property  under  their  jurisdiction  at  very 
much  less  than  full  value,  in  plain  violation  of  the  statute,  and 
still,  without  hesitation,  they  make  oath  that  such  assessments 
are  at  full  value,  according  to  the  judgment  of  a  majority  of  the 
board.  In  practice,  these  officers  are  a  law  unto  themselves  in 
the  matter  of  assessing  property,  to  a  very  large  extent.  This 
practice  tends  to  inequality  in  the  distribution  of  the  tax  burdens. 
It  allows  greater  opportunity  for  discrimination  and  favoritism 
and  hampers  detection  of  such  inequality  and  favoritism. 

Every  Tax  Commission  charged  with  supervisory  and  ad- 
visory powers  over  assessing  officers  in  respect  to  the  assess- 
ment of  property  for  taxation  should  be  clothed  with  sufficient 
authority  to  enforce  the  law  and  compel  the  observance  of  its 
mandates,  either  by  direct  order  for  its  reassessment,  or  by 
application  to  a  court  possessing  summary  authority  in  the 
premises. 

Boards  of  supervisors  in  our  State  are  charged  with  the  duty 
of  equalizing  the  assessment  of  real  property  as  between  the 
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several  tax  districts  of  the  county.  This  is  a  plain  statutory 
recognition  of  the  fact  that  inequality  exists,  or  at  least  may 
exist,  in  the  matter  of  assessments  in  the  several  tax  districts, 
either  as  a  result  of  variance  in  judgment  or  for  other  causes. 
The  one  frequent  objection  which  we  hear  raised  by  local  assess- 
ing oflScers  in  respect  to  assessing  property  at  full  value  is  that 
other  tax  districts  in  their  county  are  not  so  doing,  and  that, 
if  they  raise  the  assessments  in  their  district,  their  town  will  be 
raised  and  prejudiced  on  equalization  by  the  board  of  super- 
visors. Too  often  such  is  found  to  be  the  fact.  Instances  are 
not  uncommon  of  as  great  inequality  in  equalization  by  boards 
of  supervisors,  as  between  the  several  tax  districts,  as  exists 
in  individual  assessments  made  by  local  assessing  officers.  It 
is  unnecessary  to  discuss  the  causes  leading  to  these  conditions. 
It  is  sufficient  that  they  exist  and  are  recognized. 

The  law  should  prescribe  the  rules  to  be  observed  and  fol- 
lowed in  making  such  equalizations  by  boards  of  supervisors, 
or  other  equalizing  boards,  and  should  afford  an  adequate  rem- 
edy for  its  enforcement. 

Forms  of  Assessment.    Real  Estate 

The  law  of  our  State  prescribes  that  assessments  of  real 
property  shall  be  made  against  the  owner  by  name,  the  occupant 
by  name,  or  as  non-resident  property,  dependent  upon  the  con- 
ditions existing  in  the  given  case.  It  also  requires  an  assess- 
ment roll  to  be  divided  into  three  parts:  One,  the  resident 
part  of  the  roll,  wherein  all  assessments  against  owners  and 
occupants  are  carried  (except  corporate  owners) ;  the  non- 
resident part  of  the  roll,  where  the  lands  of  non-residents  are  to 
be  carried ;  and  another  part  where  all  assessments  made  against 
incorporated  companies  are  to  be  entered.  Assessments  made 
against  the  owner,  or  the  occupant,  by  name,  in  the  resident 
part  of  the  roll,  constitute  a  personal  liability  against  the  person 
nwoflOoU  for  the  payment  of  the  tax,  and  also  create  a  lien  upon 
the  land.  Assessments  of  property  in  the  non-resident  part  of 
the  roll  constitute  simply  a  lien  upon  the  land,  without  any 
personal  liability  on  the  part  of  the  owner  or  occupant.  The 
term  "owner,"  oh  used  in  the  statute  in  this  (•()iiMccti<>n,  moans 
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the  holder  of  the  legal  title,  and  the  term  "occupant"  means 
a  person  having  the  right  to  the  use  or  control  of  the  property, 
such  as  a  tenant  or  person  working  a  piece  of  land  on  shares. 
The  real  property  must  be  assessed  to  the  owner  if  he  is  a  resi- 
dent of  the  tax  district.  It  must  be  assessed  to  the  occupant  in 
case  he  resides  in  the  tax  district  where  the  real  property  is 
situated  and  the  owner  resides  out  of  the  State.  And  it  may 
be  assessed  either  to  the  owner  or  the  occupant  if  the  occupant 
resides  in  the  tax  district  where  such  real  property  is  situated 
and  the  owner  resides  out  of  the  tax  district  but  within  the 
State.  Real  property  must  be  assessed  as  non-resident  when 
the  owner  resides  out  of  the  tax  district  where  it  is  situated  and 
it  is  unoccupied,  or,  if  occupied,  where  both  tlje  owner  and 
occupant  reside  out  of  the  tax  district.  I  call  attention  to  these 
conditions  of  the  statute  to  show  the  problems  which  ofttimes 
confront  assessing  officers.  It  is  often  very  difficult  to  determine 
who  is  the  owner  of  the  property,  and  it  is  also  frequently 
difficult  to  determine  the  place  of  residence  of  such  owner. 
These  conditions  present  so  many  difficulties  to  the  minds  of  the 
local  assessing  officers  that  they  make  many  illegal  assessments, 
and  they  also  fall  into  the  habit  of  illegally  assessing  real 
property  to  administrators,  executors,  guardians,  committees 
of  incompetent  persons,  agents,  heirs  and  the  like,  with  the 
result  that  many  of  their  assessments  are  void. 

The  statute  also  prescribed  the  particular  form  and  manner 
of  making  non-resident  assessments.  These  provisions  are 
rarely  complied  with  by  local  assessors,  and  the  result  is  that 
most  of  the  assessments  against  this  class  of  property  are  il- 
legal and  void.  It  is  my  opinion  that  all  distinctions  in  respect 
to  the  form  and  manner  of  making  assessments  against  real 
property  should  be  abolished,  and  that  all  assessments  of  real 
property  should  be  made  against  the  land  itself,  by  proper  de- 
scription thereof,  and  with  no  attempt  to  create  a  personal 
liability  against  the  owner  or  occupant  by  carrying  his  name 
upon  the  roll.  This  could  be  done  by  the  preparation  of  an  as- 
sessment map  of  the  real  property  in  each  tax  district,  showing 
each  parcel  of  real  property  subject  to  assessment,  with  its 
quantity,  giving  to  each  such  parcel  an  identifying  number  for 
the  purpose  of  assessment,  and  then  making  a  reference  in  the 
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assessment  roll  to  the  parcel  by  number  a  sufficient  identifi- 
cation and  description  thereof  for  the  purpose  of  creating  a 
valid  assessment  against  it.  Provision  would  have  to  be  made 
for  renumbering  in  case  of  future  subdivision.  The  making  of 
such  a  map  would  be  attended  with  some  expense,  perhaps  a 
considerable  expense  in  the  first  instance,  but  it  would  pay 
for  itself  in  the  saving  of  time  of  the  assessing  officers  in  the 
performance  of  their  duty.  It  would  have  the  merit  of  sim- 
plicity and  would  obviate  very  many  illegal  assessments.  There 
could  be  no  objections,  and  possibly  it  might  be  desirable  to 
carry  the  name  of  the  last-known  owner  in  connection  with  the 
assessment,  as  a  means  of  further  identification.  The  present 
forms  of  making  assessments  have  been  in  vogue  since  an  early 
date,  when  the  ownership  and  data  required  were  more  easily  as- 
certainable, and  have  been  handed  down  through  succeeding 
generations  to  the  present  time,  when  the  changed  conditions 
arising  from  subdivisions  of  property  and  multiplicity  of 
ownerships  have  rendered  them  obsolete  and  impracticable. 

Railroad  Assessments 

Great  inequality  is  found  to  exist  in  the  assessment  of  real 
property  of  railroad  companies.  This  condition  arises  chiefly 
from  lack  of  knowledge  on  the  part  of  the  assessing  officers 
of  the  value  of  such  properties.  These  properties  should  be 
valued  by  experts,  under  State  or  county  authority.  The 
values  could  then  be  used  as  the  assessment,  or  where  that 
could  not  be  done  by  reason  of  some  constitutional  objection, 
the  valuation  could  be  used  by  assessing  officers  to  aid  them 
in  the  discharge  of  their  duties  in  assessing  it,  using  the  same 
basis  of  assessment  as  they  employ  in  assessing  other  real  prop- 
erty in  their  tax  district.  This  plan  might,  with  propriety, 
be  extended  to  cover  electric,  gas  and  other  kindred  properties, 
where  the  rule  for  determining  values  is  the  cost  of  reproduction 
after  allowing  depreciation. 

Property  divided  by  Tax  District  Lines 

We  have  in  our  State  a  provision  of  the  statute  which  makes 
a  farm  or  lot,  divided  by  line  botwooii  two  or  more  tax  distri(;t.s, 
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assessable  in  the  tax  district  in  which  the  dwelling  house  or 
other  principal  buildings  are  located,  in  the  same  manner  as  if 
such  farm  or  lot  were  wholly  in  such  tax  district.  This  pro- 
vision leads  to  an  endless  amount  of  confusion  and  hard  feeling. 
We  frequently  find  farms  situated  in  two  or  more  tax  districts 
with  sets  of  buildings  in  more  than  one  of  them,  and  the  question 
of  determining  the  proper  place  of  taxation  is  frequently  a  diffi- 
cult one.  To  my  mind  there  is  no  adequate  or  sufficient  reason, 
in  the  present  day,  why  the  place  of  taxing  real  property  should 
be  other  than  its  own  location.  It  is  fixed  and  permanent  in  its 
nature,  and  should  have  a  fixed  situs  for  the  purpose  of  taxation 
rather  than  allowing  its  status  to  be  changed  for  taxation  pur- 
poses by  some  act  of  man.  This  statute  should  be  repealed  and 
all  real  property  should  be  assessed  in  the  tax  district  where 
located. 

Division  op  Territory 

We  have  another  provision  of  our  statute  which  frequently 
leads  to  great  inequality  and  injustice  in  the  taxation  of  real 
property.  This  is  a  provision  which  allows  the  assessors  in 
each  tax  district,  by  mutual  agreement,  to  divide  it  into  con- 
venient assessment  districts  not  exceeding  the  number  of 
such  assessors.  The  assessors  in  each  district,  within  a  pre- 
scribed period,  are  then  required  to  ascertain,  by  diligent 
inquiry,  all  the  property  and  the  names  of  all  the  persons  tax- 
able therein.  The  purpose  of  this  provision  was  to  make  it  more 
convenient  for  assessing  officers  to  ascertain  the  facts  upon 
which  their  assessments  are  to  be  based.  Many  boards  of  as- 
sessors have  misconceived  the  purpose  of  this  statute  and  have 
treated  it  as  allowing  a  division  of  a  tax  district  for  the  pur- 
pose of  making  assessments;  and  a  practice  has  grown  up, 
despite  constant  warning  by  the  State  Board  of  Tax  Com- 
missioners, of  each  assessing  officer  making  the  assessment  of 
the  real  property  in  that  part  of  the  tax  district  allotted  to  him, 
and  the  local  board  has  accepted  such  assessments  as  the  act 
of  the  board,  without  exercising  their  combined  judgment  in 
respect  to  the  valuation  of  the  property.  This  the  statute 
never  contemplated  and  it  results  in  unequal  assessments  as 
between  individuals  in  the  same  tax  district.     We  find  from 
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observation  and  investigation  that  it  frequently  occurs  that 
there  are  as  many  bases  of  assessments  in  a  given  tax  district 
as  there  are  divisions  of  territory  under  this  statute.  And  the 
discrepancies  in  assessments,  as  between  these  subdivisions  of 
territory,  are  known  to  range  as  high  as  40  per  cent.  There  is 
no  power  of  equalizing  assessments  under  a  situation  of  this 
kind,  except  as  each  individual  applies  to  the  court  for  a  review 
of  his  own  assessment,  and,  in  consequence  thereof,  great  in- 
justice is  frequently  done. 

To  obviate  this  condition,  every  assessment  made  by  a  board 
of  assessors  should  be  required  to  be  the  combined  judgment  (as 
is  now  contemplated)  of  the  entire  board,  or  at  least  a  majority 
of  the  members  constituting  it. 

Personal  Property 

The  greatest  problem  of  taxation  to-day  is  that  in  relation  to 
the  taxation  of  personal  property.  In  New  York  State  this 
property,  with  certain  exceptions,  is  taxed  on  the  basis  of  as- 
sessed value  the  same  as  real  property.  Experience  has  demon- 
strated that  the  present  method  of  taxation  of  this  class  of 
property  is  inadequate  to  reach  it  and  results  in  the  greatest 
injustice  to  many  of  our  people.  Not  infrequently  the  burden 
of  taxation  of  this  class  of  property  falls  upon  those  least  able 
to  bear  it,  while  a  very  great  number  of  people,  who  should  be 
taxed  therefor,  escape  taxation  altogether  or  are  taxed  for  only 
a  small  proportion  of  what  they  should  be.  The  total  assessed 
value  of  real  and  personal  property  appearing  upon  the  assess- 
ment rolls  in  our  State  for  the  year  1907  aggregated 
$9,227,709,502.  Of  this  amount,  $8,553,298,198  represented 
assessments  against  real  property  and  only  $674,411,315,  or 
less  than  7.4  per  cent  of  the  total,  represented  assessments 
against  personal  property. 

In  1870  the  assessments  against  personal  property  were  22 
per  cent  of  the  total  assessed  value  of  real  and  personal  property 
in  the  State,  and  this  proportion  hjw  been  gradually  diminishing 
from  year  to  year  until  it  has  reached  the  low  percentage  just 
mentioned  in  the  year  1907.  In  1904,  the  year  preceding  the 
adoption  of  a  mortgage  tax  law  in  this  State,  the  aggregate 
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assessed  value  of  personal  property  amounted  to  $800,641,280. 
I  believe  I  am  entirely  conservative  when  I  state  that  in  the 
year  1904,  when  the  personal  assessments  aggregated  this  sura, 
there  was  at  least  an  equivalent  amount  of  mortgages  alone, 
within  the  State,  liable  to  taxation,  and  yet  these  mortgage 
securities  constitute  but  a  small  proportion  of  the  personal 
property  within  the  State  liable  to  taxation.  This  is  in  part 
evidenced  by  the  fact  that  from  July  1,  1906,  to  July  1,  1908, 
mortgages  were  recorded  securing  upwards  of  sixteen  hundred 
millions  of  dollars  of  indebtedness,  upon  which  tax  was  paid 
under  the  provisions  of  the  mortgage  tax  law.  Notwithstand- 
ing this  fact,  the  diminution  of  the  aggregate  assessed  value  of 
personal  property  as  between  the  year  1904  and  1907  was  only 
$126,229,965. 

The  method  of  arriving  at  the  value  of  personal  property  of 
incorporated  companies,  called  by  the  statute  capital  stock,  for 
the  purpose  of  assessment  is  so  complex  that  it  is  not  well 
understood  by  the  average  local  assessing  officers.  The  formula 
for  arriving  at  the  value  of  this  capital  stock  for  the  purpose 
of  taxation  may  be  briefly  stated  as  follows:  There  should  be 
taken  upon  one  side  of  the  account  the  value  of  the  total  assets 
of  the  corporation,  including  the  full  value  of  real  estate  as  well 
as  personal  property,  non-taxable  as  well  as  taxable  property. 
Upon  the  other  side  of  the  account  there  must  be  aggregated 
the  value  of  the  stock  of  the  company  belonging  to  the  State 
and  to  incorporated  literary  and  charitable  institutions;  prop- 
erty exempt  by  law ;  non-taxable  property,  which  class  includes 
shares  of  stock  of  other  corporations;  the  assessed  value  of  the 
corporations'  real  estate ;  the  debts  of  the  corporation,  and  the 
surplus,  if  any,  up  to  the  amount  of  10  per  cent  of  the  capital. 
The  difference  between  these  two  aggregate  sums  represents  the 
assessable  value  of  the  capital  stock  of  such  company.  These 
corporations  are  required  to  make  report  to  the  assessors,  but 
the  information  which  the  statute  requires  them  to  disclose  is 
wholly  inadequate  to  furnish  the  assessing  officers  with  suffi- 
cient information  to  intelligently  fix  the  amount  of  the  assess- 
ment. The  undoubted  result  of  these  conditions  is  that  a  large 
amount  of  this  class  of  personal  property  escapes  taxation 
altogether. 


474  STATE  AND  LOCAL  TAXATION 

Another  class  of  property  which  escapes  taxation,  and  which 
many  believe  should  be  taxed,  is  money  deposited  in  savings 
banks  by  wealthy  people  who  use  these  institutions  for  the  pur- 
pose of  investment  and  for  the  purpose  of  escaping  taxation. 
The  limit  of  deposit  in  savings  banks,  fixed  by  our  Banking 
Law,  is  $3000  to  each  depositor,  and  a  practice  has  grown  up 
in  the  State  of  wealthy  people  depositing  the  maximum  limit  in 
a  large  number  of  institutions  for  the  purposes  which  I  have 
indicated.  Savings  banks  were  organized  to  enable  the  me- 
chanic, the  laborer  and  the  small  wage  earner  to  accumulate 
and  save  his  earnings,  and  all  concede  the  wisdom  of  the  policy 
of  allowing  reasonable  exemptions  from  taxation  of  this  class  of 
property.  But  I  am  firmly  of  the  opinion  that  people  of  wealth 
should  not  be  permitted  to  use  these  institutions  for  the  purpose 
of  escaping  taxation  nor  yet  for  the  business  of  investment, 
without  contributing  something  to  the  support  of  the  govern- 
ment which  protects  their  property. 

Present-day  conditions  in  respect  to  the  assessment  of  personal 
property  are  becoming  intolerable.  In  my  judgment  it  would 
be  far  better  to  exempt  all  personal  property  from  taxation  than 
to  continue  the  present  unjust  conditions. 

However,  I  am  of  the  opinion  that  personal  property  should 
bear  its  just  and  fair  share  of  the  burdens  of  taxation  for  the 
support  of  the  government^  that  great  institution  which  protects 
it.  It  is  a  well-known  fact  that  more  public  expenditures  are 
required  for  the  protection  of  this  class  of  property  than  is  re- 
quired for  the  protection  of  real  estate,  and  it  seems  only  just 
and  fair  that  it  should  contribute  something  for  that  protection 
which  it  received.  We  must,  however,  meet  this  question 
squarely  and  openly.  We  must  recognize  the  fact  that  a 
large  number  of  our  influential  citizens  believe  that  personal 
property  should  be  exempt  from  taxation  altogether.  Upon 
the  other  hand,  there  are  a  large  number,  and  I  believe  much 
the  larger  number,  who  believe  in  its  taxation.  It  would  be 
extremely  difficult  to  so  amend  the  present  law  by  the  im- 
position of  more  stringent  penalties,  as  to  reach  it  for  taxa- 
tion under  present  methods.  Several  attempts  have  been 
made  to  adopt  the  so-called  Listing  System  as  a  means  of 
reaching  and  taxing  it,  but  our  legislature  and  our  people 
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have  been  unwilling  to  accept  such  a  system.  The  experience 
of  other  States  under  this  system  probably  sustains  them  in 
their  attitude.  Whatever  is  done  along  these  lines  must  be 
the  result  of  a  compromise,  of  getting  together  on  some  feasible 
scheme,  practical  in  its  operations,  which  will,  at  least  in  a 
measure,  relieve  the  present  conditions. 

I  am  of  the  opinion  that  the  best  solution  of  this  problem  to- 
day is  that  of  classifying  personal  property  and  taxing  each  class 
at  a  fixed  rate,  making  the  rate  dependent  upon  the  character  of 
the  property  taxed.  I  shall  not  attempt  to  go  into  the  details  of 
classification  or  of  rates,  but  I  believe  that  such  a  system  could 
be  put  into  practical  working  form ;  that  it  would  more  nearly 
meet  with  the  general  approval  of  the  people  than  the  present 
system  or  any  other  that  has  as  yet  been  suggested;  that 
it  would  more  equitably  distribute  the  tax  burdens,  and  at 
the  same  time  produce  a  very  much  greater  revenue  than  is 
yielded  under  our  present  system. 

In  fact,  it  is  now  a  part  of  the  taxing  system  of  our  State, 
although,  in  public  speech,  not  recognized  as  a  general  policy  of 
taxation.  We  tax  the  surplus  and  undivided  earnings  of  savings 
banks  at  the  rate  of  1  per  cent,  share  stock  of  banks  at  1  per 
cent  and  mortgages  at  fifty  cents  on  each  one  hundred  dollars 
of  indebtedness  secured.  The  laws  respecting  the  imposition 
and  collection  of  these  taxes  work  smoothly  and  well.  The 
taxes  are  paid  and  the  revenue  derived  is  greater  than  could 
be  obtained  under  our  general  scheme  of  assessment. 

I  regret  that  in  the  discussion  of  the  topic  assigned  me  I  have 
taken  so  much  of  the  time  of  this  Conference  in  calling  attention 
to  the  discrepancies  in  the  tax  laws  of  my  own  State,  although  I 
assume  they  are  no  greater  than  in  many  others.  I  have  not 
entered  this  field  of  discussion  in  the  spirit  of  pride,  nor  yet  in 
the  spirit  of  criticism,  but  with  a  view  solely  of  pointing  out 
the  unsatisfactory  conditions  which  prevail  in  the  hope  that 
some  good  may  come  from  it. 


THE   TAXATION   OF   PUBLIC   SERVICE 
CORPORATIONS 

By  Milo  R.  Maltbib 
Public  Service  CJommissioner  for  New  York,  First  District 

It  is  quite  impossible,  in  the  few  moments  at  my  disposal,  to 
attempt  to  discuss  all  of  the  phases  of  this  important  subject. 
I  can  mention  only  a  few  of  the  more  important  which  are  sug- 
gested by  the  transit  situation  in  New  York  City. 

The  Franchise  Tax  —  its  Raison  d'£1trb 

The  method  of  taxing  public  service  corporations  which  has 
attracted  most  attention  within  the  past  few  years  is  the  special 
franchise  tax.  It  is  virtually  a  tax  upon  the  right  to  use  the 
streets,  highways  and  public  places  for  special  purposes.  The 
primary  object  of  the  movement  for  the  taxation  of  franchises 
has  been  not  so  much  to  increase  governmental  income  as  to 
secure  to  the  public  a  larger  share  of  the  profits  of  the  corpora- 
tions. Whether  investors  in  public  utilities  have  obtained  a 
larger  profit  than  they  have  deserved  may  be  an  open  question, 
but  that  the  public  very  generally  believes  that  they  have  is 
indisputable.  It  is  also  true  that  the  methods  of  many  cor- 
porations and  the  representations  made  to  the  public  when 
an  issue  of  securities  was  about  to  be  disposed  of  have  often 
strengthened  and  perhaps  have  been  the  cause  of  this  common 
impression. 

Those  who  have  favored  the  taxation  of  franchises  have 
generally  admitted  that  the  taxing  power  has  many  serious 
limitations  as  a  means  for  securing  to  the  public  a  share  of  the 
earnings,  and  it  was  seized  upon  largely  because  there  was  at 
the  moment  no  other  available  method  that  promised  so  prompt 
results  and  so  large  returns.     It  is  probable  under  the  circum- 
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stances  that  the  wisest  course  was  followed,  for  public  control 
and  regulation  was  thought  to  be  too  far  in  the  future.  But 
wherever  there  is  a  complete  and  effective  system  of  public 
regulation,  or  wherever  it  may  be  obtained  as  easily  as  the  fran- 
chise tax,  the  advisability  of  attempting  to  control  corporations 
thereby  is  open  to  question.  I  am  not  now  speaking  of  fran- 
chise taxation  from  a  revenue  point  of  view,  for  if  a  community 
is  driven  by  the  exigencies  of  the  situation  to  discover  imme- 
diately new  methods  of  taxation  in  order  to  increase  its  govern- 
mental income,  it  may  be  necessary  to  tax  franchises;  but  in 
doing  so,  it  should  be  clearly  understood  that  the  amounts  taken 
from  the  public  service  corporations  through  franchise  taxation 
may  be  collected  in  the  long  run  from  the  vsera  of  the  service 
and  not  from  the  stockholders. 


The  User  pays  the  Tax 

To  illustrate:  Assume  that  the  transportation  facilities  of  a 
city  are  taxed  not  only  on  their  physical  property  but  also  on 
their  rights  in  streets.  In  fixing  the  rates  for  service,  or  in  de- 
termining what  kind  of  service  shall  be  given  for  a  certain  rate, 
the  corporation  will  naturally  so  adjust  service  and  rates,  if  it 
can  possibly  do  so,  that  it  will  obtain,  over  and  above  operating 
expenses,  a  profit  upon  the  investment  and  also  a  sum  equal  to 
the  tax.  If  there  is  no  franchise  tax  to  be  paid,  it  does  not 
follow  that  the  corporation  will  voluntarily  reduce  rates  or 
improve  service.  But  if  there  is  a  proper  system  of  public 
regulation  and  control,  and  if  the  authority  which  exercises  this 
control  is  efficient,  it  can  compel  the  corporation,  in  case  there 
is  no  franchise  tax,  to  give  better  service  or  lower  rates  than  it 
can  where  a  franchise  tax  exists. 

Let  me  state  the  idea  in  a  different  form.  Under  an  effective 
system  of  public  regulation,  the  corporation  must,  of  course,  be 
allowed  to  earn  a  sufficient  amount  to  pay,  first,  all  costs  of 
operation,  including  a  sufficient  sum  to  maintain  the  plant  in  an 
efficient  condition.  In  the  long  run  it  must  also  be  allowed  to 
earn  a  fair  profit  upon  the  capital  used;  otherwise  capital  could 
not  he  secured  for  public  utilities.  If,  in  addition,  a  sum  must 
be  earned  to  pay  a  franchise  tax,  the  authority  exercising  pub- 
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lie  control  must  allow  the  corporation  to  place  its  rates  suffi- 
ciently high  or  to  supply  a  service  so  inferior  that  it  may 
earn,  besides  the  sums  already  mentioned,  an  amount  equal 
to  the  tax. 

Regulation  vs.  Taxation 

^  The  fundamental  question  before  every  community,  therefore, 
wherever  a  system  of  public  regulation  and  control  exists,  is 
whether  public  service  corporations  should  be  taxed  or  com- 
pelled to  contribute  in  one  form  or  another  to  the  support  of 
the  government  rather  than  to  lower  rates  of  charge  or  to  improve 
service.  Every  community  must  answer  the  question  with  its 
own  peculiar  conditions  in  view,  and  what  may  be  wise  for  one 
locality  may  be  unwise  for  another,  but  there  is  one  phase  of 
the  subject  to  which  I  wish  to  call  particular  attention. 

The  franchise  tax  is,  as  I  have  said,  a  tax  upon  the  right  to 
use  the  streets,  highways  and  pubUc  places,  and  in  the  case  of 
public  service  corporations  it  is  a  tax  upon  the  right  to  use  them 
for  service  to  the  public.  As  this  right  originally  belongs  to  the 
whole  community  and  as  every  citizen  is  interested  in  it,  not 
according  to  the  amount  of  property  which  he  happens  to  own, 
but  according  to  the  use  which  he  makes  of  that  utiUty,  it  is 
evident  that  a  franchise  tax  imposes  a  burden  upon  the  user  in 
order  that  property  owners  in  general  may  be  relieved.  In  other 
words,  a  franchise  tax  requires  the  passenger  upon  a  street 
railway,  the  consumer  of  gas  or  electricity,  the  telephone  sub- 
scriber, etc.,  to  pay  to  the  support  of  the  government  a  sum 
directly  proportional  to  the  extent  of  their  use  of  those  services. 
Now,  if  every  citizen  used  these  services  in  direct  proportion 
to  his  "  ability  to  pay,"  or  the  property  he  owns  or  any  other 
standard  which  may  be  considered  just  for  the  purposes  of 
taxation,  the  injury  would  be  merely  theoretical,  and  not  of 
real  interest.  On  the  contrary,  every  one  knows  that  the  use 
of  these  public  utilities,  especially  in  cities,  usually  bears  little 
relation  to  individual  income  or  property  owned.  Consequently, 
every  dollar  that  is  taken  from  public  service  corporations  for 
the  support  of  government  is  likely  to  be  taken  from  those 
who  are  least  able  to  pay  and  not  from  those  who  are  abun- 
dantly able. 
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Regulation   Impossible  through  the   Taxing 
Power 

As  a  substitute  for  a  complete  system  of  public  regulation, 
the  franchise  tax  has  only  one  thing  to  recommend  it,  and  that 
is  its  financial  productiveness.  Where  public  service  corpora- 
tions have  been  left  to  fix  rates  at  their  own  pleasure,  they  have 
often  fixed  them  so  high  that  large  profits  have  resulted  there- 
from; that  is,  the  right  to  use  the  streets  has  been  made  to 
produce  big  returns.  Under  such  conditions,  the  franchise  is 
extremely  valuable,  and  a  tax  upon  its  value  means  a  large 
revenue.  As  companies  have  so  generally  been  free  from  public 
control,  the  receipts  from  franchise  taxation  wherever  it  has 
been  enforced  have  been  considerable.  Where  no  public 
regulation  of  rates  and  service  exists,  the  franchise  tax 
is  perhaps  a  good  thing,  for  some  share  in  the  profits  is 
better  than  no  share  at  all,  especially  where  pubUc  utilities 
have  been  estabUshed  and  are  not  upon  the  point  of  being 
introduced. 

The  fundamental  objection  to  the  franchise  tax  as  a  method 
of  controlling  public  service  corporations  is  its  inability  to  deal 
adequately  with  the  situation.  The  fixing  of  rates  is  but  one 
of  the  many  matters  to  be  considered  in  any  scheme  of  pubUc 
regulation.  Indeed,  service  matters  are  often  much  more 
important,  and  ordinarily,  adequate  service  is  the  first  thing 
which  must  be  considered;  for  if  service  is  inadequate,  the 
industrial,  commercial  and  social  interests  of  a  community  may 
be  sacrificed.  If  such  is  the  case,  the  existence  of  a  cheap  rate 
is  a  poor  excuse  and  offsets  only  to  a  very  limited  degree  the 
injury  done  by  poor  service.  One  may  go  farther  and  assert 
that  if  the  taxing  power  is  not  supplemented  by  pubhc 
regulation,  the  temptation  to  offset  the  burden  imposed  by 
a  tax  upon  franchises  by  giving  a  poorer  service  will  be  so 
strong  that  the  public  may  even  be  the  loser  financially.  If 
there  is  effective  public  regulation,  adequate  service  may 
be  first  insisted  upon,  in  which  case  the  tax  upon  franchises 
will  have  to  give  way;  for  it  has  been  generally  recognized 
that  the  first  duty  of  every  corporation  is  to  provide  proper 
•ervice. 
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Franchise  Taxation  not  Antagonistic  to  Public 
Regulation 

This  leads  me  to  suggest,  what  is  undoubtedly  true;  namely, 
that  a  proper  system  of  franchise  taxation  properly  administered 
is  not  inimical  to  effective  public  regulation  by  administrative 
bodies.  Indeed,  if  the  theory  of  each  is  thoroughly  understood 
by  the  officials  who  exercise  these  functions,  each  may  be  used 
to  supplement  and  perfect  the  other.  Under  proper  regulation, 
which  provides  for  adequate  service  at  reasonable  rates,  the 
profits  attributable  to  the  right  to  use  the  streets,  after  allowing 
to  capital  a  fair  return  upon  a  proper  investment,  would  be 
reduced  to  a  very  small  amount  and  perhaps  wholly  eliminated. 
If  a  corporation  is  not  to  be  allowed  to  earn  a  profit  upon  its 
franchise  but  merely  upon  the  capital  properly  invested  at  any 
moment,  the  franchise  must  of  necessity  become  of  no  value, 
unless  the  corporation  was  charged  a  lump  sum  for  the  franchise 
when  it  was  granted.  But  in  such  a  case  the  value  of  the  fran- 
chise, even  under  a  system  of  public  regulation  and  control, 
must  be  the  cost  of  obtaining  it,  and  it  is  proper  that  a  fair 
return  should  be  earned  upon  such  cost.  Possibly  also  a  tax 
should  be  levied  upon  it,  but  in  speaking  of  the  franchise  tax, 
I  have  not  been  considering  a  tax  upon  the  cost  of  securing  a 
franchise  from  the  public  authorities,  which  has  been  practically 
negligible,  but  a  tax  on  the  value  of  the  franchise  over  and  above 
its  cost,  due  usually  to  the  possibility  of  earning  a  profit  beyond 
a  fair  return  upon  the  investment. 

Under  an  effective  system  of  public  regulation,  therefore,  the 
franchise  would  be  nearly  valueless  because  of  the  impossibility 
of  earning  a  profit  upon  it  owing  to  the  attitude  of  the  regulating 
authority  in  fixing  rates  and  service.  Hence,  the  value  of  the 
franchise  for  taxing  purposes  would  be  nothing,  and  the  tax 
collected  from  the  users  would  be  nothing,  and  the  injury  done 
to  the  city  would  be  nil.  If,  however,  the  authorities  exercising 
the  function  of  control  did  not  prescribe  such  service  and  did  not 
fix  the  rates  at  such  point  as  to  allow  the  corporation  a  return 
only  upon  its  capital;  or,  in  other  words,'  if  the  corporation  were 
able,  in  spite  of  the  regulations  which  had  been  adopted,  to  earn 
a  profit  over  and  above  a  fair  return  upon  its  capital,  the  fran- 
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chise  would  become  of  value,  temporarily  at  least,  and  the 
marketable  value  of  the  franchise  would  reflect  the  general  opin- 
ion as  to  the  duration  or  permanence  of  such  additional  profit. 
Under  such  circumstances  it  is  hard  to  understand  why  a  tax 
upon  the  value  of  the  franchise  as  shown  by  the  market  should 
not  be  levied.  The  collection  of  the  tax  under  such  conditions 
would  tend  to  diminish  the  profits  of  the  corporation  and  to 
reduce  the  value  of  the  franchise,  but  would  not  deprive  the 
user  of  anything.  In  order  to  obtain  this  result  in  actual  prac- 
tice, extreme  care  must  be  taken  to  value  the  franchise  at  the 
actual  marketable  value  which  it  possesses  and  not  to  inflate 
the  assessable  value  to  such  a  point  as  to  compel  the  corporation 
to  lower  the  character  of  the  service  or  to  increase  charges  in 
order  to  obtain  a  fair  rate  upon  the  capital  invested  after  pay- 
ing all  charges. 

Franchise  Assessments  must  represent  Facts 

Great  care  must  also  be  taken,  in  order  to  prevent  a  burden 
being  imposed  upon  the  user,  to  see  that  the  assessed  value  of 
the  franchise  shall  be  changed  in  response  to  changing  conditions. 
One  can  easily  conceive  of  a  condition  where  a  franchise  tax 
would  be  a  burden  upon  the  users  even  under  a  system  of  public 
control.  Assume,  for  example,  that  no  adequate  system  of 
regulation  had  existed,  that  the  corporations  have  been  allowed 
to  fix  service  and  rates  very  much  as  they  please;  the  profits 
made  under  such  conditions  may  be  very  large  and  wholly  out 
of  proportion  to  the  capital  invested.  Under  such  circumstances, 
the  franchise  will  naturally  be  of  great  value  and  can  be  sold 
for  a  large  sum.  If  the  authorities  assess  the  franchise  for 
taxing  purposes,  they  will  naturally  set  a  very  high  figure  as 
reflected  by  market  conditions. 

Now,  assume  that  after  this  has  been  done  a  system  of  public 
regulation  and  control  is  enacted.  Perhaps  in  the  meantime 
wages  and  prices  of  materials  have  increased  without  a  corre- 
sponding increa.se  in  the  productivity  of  the  undertaking.  If  the 
reguluting  authority  should  consider  that  the  service  was  in- 
adequate and  order  a  considerable  improvement,  if  it  should  also 
conclude  that  the  rates  were  too  high  and  should  order  a  re- 
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duction,  it  is  quite  possible,  indeed  it  is  probable,  that  the  large 
earnings  in  the  preceding  years  will  not  continue,  and  possibly 
they  will  be  reduced  to  such  a  point  that  only  a  fair  profit  is 
obtainable  upon  the  actual  capital  invested,  regardless  of  the 
franchise.  If  such  circumstances  continue,  or  if  it  is  thought 
that  they  will  continue,  the  franchise  will  cease  to  have  the 
large  value  it  had  when  conditions  were  so  different  and  will 
become  practically  valueless. 

If  the  taxing  authorities  should  continue,  after  these  changes 
have  taken  place,  to  value  the  franchises  at  the  same  figure  at 
which  they  were  valued  previously,  the  corporation  will  be 
compelled  to  do  one  of  four  things:  it  must  obtain  a  re- 
valuation of  the  franchise  at  its  actual  value,  or  it  must  increase 
its  rates  with  the  approval  of  the  controlling  authority,  or  it 
must  give  a  poorer  service  with  like  permission,  or  fail  to  give 
to  capital  a  fair  return.  If  the  last,  relief  may  be  obtained 
through  the  courts,  or  capital  will  refuse  to  go  into  similar 
enterprises  in  the  future.  If  rates  are  increased  or  service  made 
less  adequate,  the  user  will  suffer.  If  the  assessable  value 
is  revised  and  made  to  conform  to  actual  conditions,  of  course 
no  harm  will  be  done ;  but  unless  it  is,  the  community  directly 
or  indirectly  must  suffer  because  of  the  failure  of  the  tax  au- 
thorities to  appreciate  the  change  in  conditions  and  to  reduce 
the  assessed  value  of  the  franchise  to  its  true  value. 

If  a  proper  system  of  franchise  taxation  does  exist  which  pro- 
vides for  the  assessment  of  franchises  at  their  actual  values  and 
for  the  revision  of  these  values  as  circumstances  change,  and 
if  the  taxing  authorities  are  able  to  fix  the  values  accordingly, 
no  harm  to  the  user  need  follow.  Then  when  public  control  or 
any  other  force  presses  earnings  down  to  the  point  where  they 
merely  allow  a  fair  profit  upon  the  capital  actually  used  after 
providing  good  service,  the  franchise  becomes  of  little  or  no 
value  and  its  assessable  value  is  fixed  accordingly.  The  amount 
taken  from  the  user  in  the  form  of  a  franchise  tax  is  only  a  just 
and  fair  amount,  if  indeed  it  is  anything  at  all. 

Public   Regulation   an  Aid  to   Tax  Authorities 

Public  regulation  and  control  may  be  of  great  assistance  to  the 
taxing  authorities.     One  of  the  chief  difficulties  in  the  past 
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which  assessment  officials  have  had  to  encounter  in  the  ap- 
praisal of  franchise  values  has  been  the  difficulty  of  obtaining 
accurate  information.  The  reports  of  the  corporations  them- 
selves have  often  been  highly  colored  and  prepared  for  a  special 
purpose.  Not  infrequently  the  finances  of  the  corporation  have 
been  manipulated  either  to  inflate  earnings  or  to  depress  them. 
The  public  has  been  given  little  information  as  to  the  actual 
facts,  and  the  taxing  officials  themselves  have  been  able  to  obtain 
directly  or  indirectly  little  information  as  to  actual  conditions. 
As  a  result,  values  have  been  based  largely  upon  secondary 
information.  Not  infrequently  they  have  been  placed  high  upon 
the  representations  of  corporation  officials  themselves  only  to 
be  found  inaccurate  because  there  was  an  ulterior  purpose  in 
booming  the  value.  In  other  cases  they  have  been  fixed  too 
low  because  the  real  profits  were  hidden.  Under  a  proper 
system  of  public  control,  including  a  uniform  system  of  account- 
ing, public  audit  and  a  constant  inspection  of  the  books,  records 
and  operations  of  the  corporations,  the  actual  facts  must  appear, 
and  when  they  do  the  tax  authorities  will  find  their  problem  very 
greatly  simplified  and  the  task  of  being  just  not  only  to  the 
stockholder  but  to  the  public  a  much  simpler  one. 

Capitalization  of  Franchises 

In  conclusion,  I  wish  to  speak  of  one  matter  which  has  been 
very  much  befogged.  It  has  been  argued  that  when  the  taxing 
authorities  have  fixed  a  value  upon  franchises  for  the  purposes 
of  taxation  and  when  a  tax  has  actually  been  collected  upon 
this  value,  the  authorities  exercising  public  control  as  to  rates 
must  permit  a  rate  which  will  allow  a  fair  return,  after  paying 
all  operating  charges,  not  only  upon  the  capital  invested,  but 
also  upon  the  capitalized  value  of  the  franchise,  even  though  the 
value  of  the  franchise  as  assessed  includes  not  one  dolhir  paid 
to  any  State  or  local  authority  for  such  franchise.  If  this  argu- 
ment is  logical,  it  offers  a  serious  objection  to  the  franchise  tax, 
for  without  the  tax,  rates  could  be  lowered  not  only  to  the  ex- 
tent of  the  tax  actually  collected,  but  also  to  the  extent  of  a 
profit  on  the  value  of  the  franchise  equivalent  to  6  or  8 
per  cent,  or  whatever  may  be  considered  u  fair  rate  of  return. 
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Under  such  circumstances,  it  would  be  very  greatly  to  the  in- 
terest of  the  user  to  prevent  or  do  away  with  the  franchise  tax. 
But  let  us  see  what  the  argument  involves. 

If  it  is  true  that  the  fixing  of  a  value  for  taxing  purposes  and 
the  collection  of  a  tax  thereon  justifies  the  capitalization  upon 
the  part  of  the  corporation  of  this  value,  why  may  not  the 
corporation  claim  with  equal  force  that  a  gross  earnings  tax, 
or  a  license  fee,  or  any  other  charge  made  by  a  local  or  State 
government  may  be  capitalized  ?  If  the  theory  is  correct,  why 
may  not  a  street  railway  company  argue  that  when  it  pays  a 
license  fee  of  fifty  dollars  per  car  per  annum,  that  it  should  be 
allowed  not  only  to  collect  fifty  dollars  per  car  from  the  passen- 
gers, but  also  an  additional  profit  of  fifty  dollars  per  car  to  rep- 
resent a  fair  return  upon  the  capitalized  value  of  the  license 
fee?  Further,  why  may  not  the  same  theory  be  applied  to 
paving  requirements  and  other  similar  expenditures  ?  Of  course 
the  tax  itself  should  be  paid  out  of  earnings,  if  it  is  to  be  paid  at 
all ;  but  it  is  utterly  impossible  to  comprehend  the  logic  of  such 
reasoning  that  will  permit  a  corporation,  after  it  has  taken  out 
of  earnings  the  annual  tax  or  charge,  to  argue  that  it  should 
also  be  allowed  to  capitalize  such  annual  charge  and  earn  a 
profit  thereon  when  it  has  never  expended  the  amount  and 
when  the  amount  does  not  represent  one  dollar  of  investment. 

Regulation  not  prevented  by  Past  Lack  of  Use 

The  fixing  of  rates  is  an  attribute  of  sovereignty  similar  to 
the  police  power.  If  the  city  permits  the  erection  of  buildings 
to  any  height  and  land  becomes  extremely  valuable  because  of 
the  failure  of  the  city  to  restrict  the  height  of  buildings,  and  if 
the  land  is  valued  for  the  purposes  of  taxation  at  its  market 
value,  does  that  fact  debar  the  city  from  issuing  building  regu- 
lations restricting  the  height  and  specifying  the  character  of 
structures,  and  making  the  land  consequently  of  less  value? 
Does  the  fact  that  the  city  has  not  regulated  certain  businesses 
and  has  thereby  allowed  structures  to  be  erected  for  these  busi- 
nesses, thus  giving  them  a  considerable  value  upon  which  they 
have  been  taxed,  prevent  the  city  subsequently  from  issuing 
regulations  which  may  make  these  buildings  of  little  value  for 
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the  purpose  constructed  ?  To  state  the  proposition  is  to  answer 
it.  Neither  the  police  power  of  the  State  nor  the  power  of 
public  regulation  and  control  can  be  limited  or  confined  by 
the  failure  to  exercise  it  in  the  past  when  the  fact  that  such 
powers  exist  is  well  known  and  recognized.  The  same  is  true 
of  the  taxation  of  franchises.  The  fact  that  a  franchise  has 
been  taxed,  or  that  any  property  has  been  taxed  upon  a  certain 
valuation,  does  not  establish  that  value  irrevocably ;  neither  does 
it  give  the  owner  the  right,  as  against  the  right  of  the  State,  to 
earn  a  profit  upon  that  value. 

Reasoning  in  a  Circle 

Furthermore,  such  an  argument  is  wholly  illogical  because  it 
proceeds  in  a  circle.  The  value  of  the  franchise  is  determined 
largely  by  the  extent  of  the  earnings.  The  earnings  are  de- 
termined largely  by  the  rates  which  the  corporation  may  charge 
and  the  service  it  renders.  If  a  corporation  may  capitalize 
its  earnings  in  the  past  when  public  regulation  has  not  been 
effective,  and  if  it  is  thereby  entitled  to  earn  a  return  upon  such 
value  for  which  no  investment  has  ever  been  made,  the  State 
is  debarred  from  exercising  the  power  of  regulation  and  control 
because  it  failed  to  do  it  at  some  time  and  temporarily  allowed 
a  corporation  to  earn  a  larger  profit  than  the  actual  investment 
justified.  If  this  theory  is  correct,  it  will  be  impossible  for  rates 
to  be  lowered  except  by  the  voluntary  action  of  the  corporation 
itself,  for  every  increase  in  earnings  will  immediately  appear 
in  an  increased  value  of  the  franchise,  and  every  increase  in  the 
value  of  the  franchise  will  be  capitalized  and  a  profit  claimed 
thereon,  which  profit  will  in  turn  wipe  out  the  increase  in  the 
earnings  and  leave  nothing  to  be  used  for  improving  service  or 
decreasing  rates.  Further,  if  the  theory  is  correct,  it  will  do 
more  than  any  other  one  thing  to  compel  the  construction  and 
operation  of  public  utilities  by  the  municipalities  themselves, 
for  with  public  regulation  and  control  limited  by  such  a  theory, 
practically  the  only  way  the  public  can  secure  any  gain  due  to 
new  inventions,  increased  efficiency  or  urban  growth,  will  be 
by  taking  all  public  services  into  its  own  hands. 


DISCUSSION  ON   TAXATION   OF   PUBLIC   SERVICE 
CORPORATIONS 

[The  paper  on  the  Tax  Commission  of  Kansas  and  the 
paper  of  Mr.  Maltbie  on  Taxation  of  PubUc  Service  Corpo- 
rations were  not  read  to  the  Conference.  Mr.  Woodbury's 
paper  was  read  and,  by  invitation,  the  discussion  was  opened 
by  Mr.  Harrison  WilHams,  General  Land  and  Tax  Agent,  Erie 
Railroad  Company,  and  Mr.  Frank  P.  Crandon,  Tax  Commis- 
sioner, Chicago  and  Northwestern  Railway  Company.] 

Mr.  Harrison  Williams,  General  Land  and  Tax  Agent,  Erie 
Railroad  Company,  New  York  City:  The  heavy  indictment 
which  Judge  Woodbury  has  read  against  the  tax  laws  of  the 
State  of  New  York  is  pretty  generally  applicable,  I  think,  to 
the  laws  relative  to  taxation  of  railroad  property,  and  also 
applies  to  a  greater  or  less  extent  to  the  tax  laws  of  New  Jersey, 
Pennsylvania,  Ohio,  and  to  some  extent  in  Indiana. 

The  present  system  is  chaotic,  unscientific,  inequitable  and 
apparently  generally  impossible  of  enforcement.  It  has  re- 
sulted from  a  variety  of  causes  in  the  different  States.  In  New 
York  State  we  started  it  —  and  I  speak  particularly  of  the  rail- 
road situation  —  with  the  old  ad  valorem  property  tax,  a  law 
that  has  been  patched  and  added  to,  not  so  much  in  the  effort 
to  create  a  scientific  whole,  but  in  a  search  for  additional 
revenues  to  provide  for  the  increasing  expenditures  of  the 
State.  Of  course  a  tax  which  bears  directly  on  the  voters  is 
an  unpopular  tax  everywhere.  It  is  the  scientific  and  proper 
tax,  I  believe,  but  it  is  a  universally  unpopular  tax,  and  in  the 
effort  to  provide  funds  for  the  additional  expenses,  as  these 
expenses  came  along,  we  have  the  full  flower  of  the  present 
New  York  railroad  tax  situation. 

As  I  say,  we  start  in  with  the  ad  valorem  tax  upon  physical 
property  of  the  railroad  company.  Every  municipal  subdivi- 
sion which  contains  the  physical  property  of  the  railroad  com- 
pany sits  through  its  Board  of  Assessors  as  an  independent 
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tribunal  upon  the  valuation  for  taxation  of  that  property.  As 
Judge  Woodbury  has  properly  said,  by  law  the  State  Board  of 
Tax  Commissioners  is  presumed  to  exercise  supervision  of  these 
assessments.  That  supervision  is  almost  entirely  formal.  No 
matter  how  conscientious  the  efforts  of  the  State  Board  of  Tax 
Commissioners  may  be,  they  are  without  any  substantial  author- 
ity to  enforce  their  mandates;  and  though  they  may  direct  the 
local  assessor  to  a  given  course,  if  the  local  assessor  fails  to 
obey  their  direction  they  are  without  power  to  enforce  it. 

Next  after  the  ad  valorem  tax  we  have  the  capital  stock 
tax  imposed  against  railroad  companies  in  common  with  other 
corporations  in  the  State.  In  addition  we  have  the  gross  earn- 
ings tax,  we  have  the  assessment  of  special  franchises  and  the 
variety  of  local  taxation  imposed  on  those  assessments.  Finally, 
we  have  the  mortgage  tax. 

In  New  Jersey  they  have  sought  to  avoid  this  system  of  local 
taxation,  and  some  twenty-five  years  ago  they  created  a  central 
body  known  as  the  State  Board  of  Assessors  empowered  to  assess 
all  railroad  property.  For  twenty  years  railroad  property  was 
so  assessed.  In  the  last  five  years  the  general  effort  of  the  State 
of  New  Jersey  seems  to  have  been  to  crush  the  centralization  of 
assessment  which  they  were  so  desirous  of  creating  twenty-five 
years  ago. 

In  Pennsylvania  there  isno  ad  valorem  assessment  of  railroad 
property,  which  is  entirely  assessed  through  the  media,  first  of 
a  capital  stock  tax,  second  of  a  loans  tax  and  third  of  a  gross 
earnings  tax. 

In  Ohio  there  is  a  quasi-centralization.  Railroad  property  is 
being  assessed  there  through  the  media  of  county  boards  of 
auditors,  the  auditor  of  each  county  through  which  the  railroad 
passes  being  a  member  of  the  particular  board  sitting  on  the 
valuation  of  that  railroad  property,  and  the  result  being  divided 
by  the  miles  of  railroad  and  then  multiplied  by  the  miles  in  each 
tax  district,  and  returned  to  the  district  for  the  levy  of  the  tax. 
In  Illinois  and  Indiana  we  have  a  central  body. 

To-day  I  don't  know  of  anything  which  more  strongly  im- 
prosses  me  in  the  States  with  which  I  am  more  or  less  familiar 
than  the  dissatisfaction  of  those  States  that  have  tlie  system, 
u  the  centralization  of  railroad  assessment  and  their  wish  to 
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return  to  the  distribution  method  or  the  local  method,  and  the 
equal  dissatisfaction  in  other  States  with  the  local  method 
and  the  desire  to  get  to  a  centraUzed  method.  I  think  a  lesson 
to  be  learned  from  that  general  unrest  is  simply  this,  —  that 
none  of  the  methods  are  good,  that  they  are  unscientific,  they 
are  poorly  thought  out  and,  irrespective  of  whether  they  are 
centrahzed  or  local,  they  are  bad  in  application. 

The  great  objection  to  assessment  by  a  central  board  we  have 
found  is  this,  —  especially  when  that  assessment  is  on  an  ad 
valorem  basis,  —  local  assessments  are  almost  universally  other 
than  on  full  value,  irrespective  of  what  the  law  of  the  State 
may  be.  In  one  State  there  is  a  constitutional  mandate  that 
it  shall  be  a  true  value.  In  another  State  there  is  a  statutory 
mandate  that  it  shall  be  at  full  value.  But  we  find  the  condition 
almost  universal  that  something  else  than  full  value  is  taken, 
and  what  that  something  is  generally  depends  upon  the  indi- 
vidual discretion  of  the  assessing  official. 

We  find  in  those  States  with  central  bodies  assessing  upon 
the  ad  valorem  basis  that  if  an  attempt  be  made  to  levy  taxes 
at  rates  which  are  the  result  of  under-assessment  of  property 
by  the  local  authorities  on  a  100  per  cent  assessment  by  State 
bodies,  an  obvious  injustice  results.  If,  on  the  other  hand,  there 
is  a  discrimination,  and  a  tax  at  a  fixed  rate  be  levied  upon 
assessments  made  by  State  bodies  upon  railroad  property  there 
is  always  dissatisfaction,  and  the  matter  becomes  not  a  question 
of  political  economy,  but  is  apparently  an  irresistible  bait  to 
every  political  party  in  search  of  a  local  issue.  The  ad  valorem 
tax  upon  railroad  property  is  impracticable  to-day  by  itself. 
It  is  not  equitably  enforced;  it  cannot  be  under  our  general 
system  of  appointment  of  local  assessors.  There  is  an  almost 
complete  lack  of  equalization,  and  the  methods  of  its  enforce- 
ment are  amazingly  clumsy. 

The  capital  stock  method  is  almost  as  bad.  It  taxes  not  only 
property  but  management,  even  traffic  agreements,  and  is  after 
all  in  the  last  analysis  more  or  less  based  upon  stock  gambling,  if 
the  value  of  the  stock  as  shown  by  current  markets  is  taken  as 
the  basis  of  assessment. 

The  gross  earnings  tax  is  highly  inequitable.  It  bears  always 
against  the  poor  company  operating  under  heavy  physical 


490  STATE  AND   LOCAL  TAXATION 

difficulties,  and  in  favor  of  the  rich  company  operating  under 
few  physical  difficulties.  To  illustrate.  If  you  have  a  gross 
earnings  tax  of  say  3  per  cent  and  apply  it  to  two  railway 
companies,  one  of  which  is  operating  at  a  cost  of  70  per  cent  of 
its  gross  earnings,  you  are  practically  imposing  a  tax  of  10  per 
cent  upon  its  net.  Another  company  is  operating  at  a  cost  of 
50  per  cent  of  its  gross  earnings,  and  you  are  only  taxing  it  at 
6  per  cent  of  its  net.  In  other  words,  you  are  penalizing  the 
poor  company  by  taxing  it  66  per  cent  more  than  the  rich  com- 
pany which  could  better  afford  the  tax. 

The  net  earnings  tax  to-day  is  not  practicable  because  until 
within  the  last  year  or  two  we  had  no  uniformity  of  accounting 
systems,  and  to-day  that  uniformity  has  merely  started  with 
regard  to  interstate  railways.  With  regard  to  intrastate  railways 
or  roads  that  have  no  interstate  business  there  is  no  uniformity 
whatever  and  no  possibility  of  telling  what  the  so-called  net 
earnings  of  the  road  are,  as  referred  to  by  Judge  Woodbury. 

It  is  a  thankless  task  to  stand  up  and  tear  down.  The 
iconoclast,  the  critic,  has  his  uses,  but  of  course  they  are  not 
comparable  to  one  who  will  offer  some  remedy.  My  remarks 
so  far  have  been  simply  to  show  why  I  advance  a  remedy,  and 
the  conditions  which  I  seek  to  cure.  To  begin  with,  it  is  ex- 
tremely difficult  to  make  radical  changes,  as  we  all  know,  and 
to  get  away  from  the  ad  valorem  tax  upon  property  in  many 
States.  In  the  East  at  least  it  will  be  frequently  necessary 
to  obtain  constitutional  changes. 

The  first  thing  that  I  propose  is  a  strengthening  of  the  methods 
of  equalization  where  ad  valorem  taxes  are  in  effect.  Some  five 
years  ago  the  always  smoldering  tax  dissatisfaction  in  New 
Jersey  burst  into  one  of  its  frequent  flames,  and  the  govern- 
ment appointed  a  legislative  committee  to  investigate  the 
whole  subject.  But  although  appointed  to  investigate  the 
whole  subject,  it  devoted  nine  tenths  of  its  time  to  considering 
railroad  taxation.  An  effort  was  then  being  made  to  apply 
local  tax  rates  to  the  100  per  cent  centralized  assessments  of 
the  railroads  to  make  up  deficiencies  caused  by  the  under- 
EHsessment  made  by  local  assessors. 

The  railroads  generally  took  this  position :  they  did  not  object 
to  the  application  of  the  local  tax  rates  to  their  100  per  cent 


DISCUSSION  AND  CRITICISM  491 

assessments  if  the  local  assessors  would  assess  property  upon  a 
100  per  cent  basis.  The  local  assessors,  or  those  who  spoke  for 
them,  rose  as  one  man  and  said,  "We  do";  whereupon  the 
railroads  at  a  very  great  expense  of  money,  time  and  labor 
examined  every  transfer  of  real  estate  recorded  in  the  State 
of  New  Jersey  for  the  five  years  prior  to  1905.  There  were,  as 
,  I  recall  the  number  offhand,  180,000  of  those  in  round  figures. 
Of  those  a  certain  number  were  discredited  at  once  because  they 
simply  gave  a  nominal  consideration;  there  were  also  thrown 
out  sheriffs'  deeds,  forced  sales,  deeds  in  settlement  of  estate, 
partition  proceedings,  etc.  Finally  we  had  left  a  residuum  of 
about  89,000  or  90,000  deeds  to  cover  the  whole  State.  In 
every  instance  we  went  preferably  to  the  local  assessor,  or  if  we 
were  unable  to  get  the  local  assessor  to  act,  to  the  best  real  estate 
man  we  could  find  in  the  tax  district,  and  in  a  column  opposite 
the  property  we  had  the  assessed  value  of  that  property  in  the 
tax  district  shown.  This  was  the  result  throughout  New  Jersey ; 
we  found  that  the  average  assessment  through  those  five  years 
was  54  per  cent  of  the  selling  price  of  real  estate. 

In  an  attempt  to  secure  equalization  these  measures  were 
proposed  and  adopted  by  the  legislature  —  boards  of  county 
taxation  for  each  county  were  created  with  jurisdiction  over 
the  assessment  work  of  the  local  assessors  in  the  several  towns. 
They  were  charged  with  the  correction  of  assessment  rolls,  with 
the  insistence  of  assessment  of  property  at  100  per  cent.  Over 
those  boards  of  county  assessment  was  the  State  Board  of 
Equalization,  which  sat  as  an  appellate  tribunal  for  appeals  taken 
from  the  local  assessments  through  the  county  boards  to  it,  and 
was  also  charged  with  power  to  remove  local  assessors  if  they 
failed  to  carry  out  the  mandates  of  the  county  boards.  Because 
of  political  considerations,  those  boards  were  not  promptly  ap- 
pointed. They  were  well  paid;  they  were  paid  fairly  in  view 
of  the  work  demanded  of  them,  and  although  the  acts  were 
passed  perhaps  in  February  it  was  not  until  May  or  June  that 
the  boards  were  finally  appointed.  The  date  as  of  which  assess- 
ments are  made  in  New  Jersey  is  the  20th  of  May. 

For  the  year  1905  the  total  real  estate  assessment  of  the  State 
of  New  Jersey,  which  had  been  vociferously  claimed  to  be  100 
per  cent  by  the  people  seeking  the  application  of  the  local  rates 
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to  the  railroad  assessments,  was  $1,000,000,000.  In  three  or 
four  months  of  these  county  boards  the  real  estate  assessment 
of  New  Jersey  was  increased  to  SI, 600, 000,000,  and  has  been 
going  up  ever  since.  Now,  there  is  what  I  call  a  practical 
measure  of  equalization.  At  the  same  time  —  and  it  is  worth 
while  drawing  the  attention  of  the  Conference  to  the  fact  — 
the  tax  rate  of  the  State  of  New  Jersey  fell  from  S24  to  S18  per 
thousand  in  spite  of  the  fact  that  numerous  local  and  munici- 
pal financiers  took  the  opportunity  to  increase  the  aggregate 
budgets  of  New  Jersey  from  $24,000,000  to  $28,000,000;  in 
other  words,  they  got  away  with  an  additional  $4,000,000  of 
taxes.     (Applause.) 

I  became  very  much  interested  in  this  equalization  measure 
because  it  was  so  efTective  in  New  Jersey,  and  I  think  their  expe- 
rience makes  it  a  model  for  other  States.  There  was  an  increase 
in  the  budget  of  four  milUons  of  dollars.  That  was  made  in  this 
manner.  The  rates  were  based  on  the  so-called  Hillery  Law, 
whereby  in  effect  one  year's  grace  was  given  to  all  municipalities 
to  clean  up  their  floating  indebtedness.  Thereafter  they  were 
obliged  to  cut  down  their  tax  levies  year  after  year  five  mills 
at  a  time,  as  I  recall,  until  in  the  larger  cities  it  reached  $1.75 
per  100  for  all  purposes  —  State,  county,  municipal,  school 
tax,  and  everything,  and  in  the  smaller  ones  $1.50  per  100, 
and  when  it  reached  those  rates  under  no  conditions  could  it  be 
exceeded.  Consequently,  when  they  sought  to  raise  their  taxes, 
the  only  way  would  be  to  increase  their  assessments,  and  it  results 
in  a  very  lively  watch  upon  those  who  are  responsible  for  making 
up  budgets.  I  want  to  say  that  many  of  the  bad  fruits  of  the 
system  for  which  the  tax  assessors  are  blamed  are  not  so  much 
due  to  the  assessor  as  they  are  to  the  expenditure  of  the  taxes. 

My  remedy  is  this.  It  is  not  a  remedy  that  I  suggest  for 
immediate  application,  but  I  think  the  method  of  assessment 
of  railroad  property  as  a  whole  in  the  East  needs  a  very 
drastic  change.  I  am  a  thorough  convert  to  the  so-called 
Purdy  system  of  the  taxing  of  public  service  corporations. 
Speaking  very  simply  it  is  this  —  one  tax  instead  of  a  multi- 
plicity of  taxes;  a  mathematical  rule  instead  of  elements  of 
discretion;  a  tax  rate  levied  upon  the  profit  declarations  of 
the  company,  both  stock  and  bonds,  whether  they  be  in  the 
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form  of  dividends  or  interest.  That  is  relatively  simple  for 
the  intrastate  roads.  But  we  find  in  the  East,  where  we  have 
great  terminals,  that  where  an  attempt  is  made  to  levy  a  tax 
on  the  property  as  a  unit  there  is  a  great  cry  from  those  places 
where  the  terminals  are,  that  they  are  losing  taxation  on  the 
lands  on  which  they  are  entitled  to  levy.  To  meet  that  case 
I  suggest  that  property  not  of  the  main  stem  (or  right  of  way) 
be  separately  assessed  by  the  local  assessor ;  that  it  be  returned 
to  the  State  Tax  Board;  that  they  examine  it  and  compare  it 
to  see  that  it  is  equaUzed  with  the  other  assessments  in  that 
tax  district;  that  it  then  be  taxed  with  other  local  property, 
and  the  total  taxes  on  such  property  be  paid  by  the  State  to  the 
municipality  and  deducted  from  the  taxes  paid  by  the  company 
to  the  State  on  the  unit  assessment. 

How  shall  the  taxes  on  the  interstate  roads  be  divided  as  between 
States  ?  On  the  basis  of  the  main  track  mileage,  plus  side  track 
mileage,  your  unit  being  one  mile  of  main  track  and  four  miles  of 
side  track  being  taken  to  equal  one  mile  of  main  track.  As  I  study 
the  situation,  that  seems  the  most  equitable  basis.    (Applause.) 

Mr.  Frank  P.  Crandon,  Tax  Commissioner,  Chicago  and 
Northwestern  Railway  Company,  Chicago :  I  wish  to  speak  espe- 
cially in  reference  to  railroad  taxation.  That  seems  to  have  oc- 
cupied Mr.  WilUams's  attention,  and  in  his  address  there  is  much 
that  is  of  value  and  suggestion.  If,  however,  we  are  in  search 
of  some  form  of  railroad  taxation  that  will  act  automatically  or 
mathematically,  and  be  just  in  all  cases,  we  are  in  as  vain 
an  effort  as  if  we  were  searching  for  the  philosopher's  stone. 
That  method  does  not  exist  and  cannot  exist.  The  various 
forms  of  railway  assessment  that  have  been  proposed  have  each 
of  them  some  special  merit.  I  think  that  it  would  not  be  too 
much  to  say  that  almost  any  of  them  under  a  wise  administra- 
tion would  produce  a  reasonably  accurate  result. 

When  I  first  began  to  know  something  about  the  system  of 
taxation  of  railroads  in  the  Western  States,  very  much  of  the 
confusion  and  variety  and  infelicity  which  Mr.  Williams  has 
referred  to  as  applying  to  Eastern  roads  applied  to  all  our  West- 
ern States.  We  first  adopted  a  system  of  State  assessment, 
treating  the  railroad  within  the  State  as  a  unit,  and  subdividing 
the  assessment  among  the  various  taxing  districts.     That  has 
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worked  with  fair  satisfaction  in  many  cases,  but  it  did  not 
answer  the  purpose  in  many  cases  for  the  reason  that  is  almost 
self -obvious. 

It  is  now  nearly  forty  years  since  we  first  began  to  make 
railway  assessments  by  central  bodies.  The  Central  Assessing 
Board  has  never  to  my  knowledge  at  the  time  of  the  appoint- 
ment of  any  member  of  it  received  the  advantage  of  being  com- 
posed of  men,  any  one  of  whom  at  the  time  of  his  appointment 
had  any  previous  experience  or  training  fitting  him  to  grapple 
with  the  question  of  railroad  taxation.  In  the  State  of  Illinois 
we  had  a  very  large  board  consisting  of  twenty-five  members ; 
in  other  States  boards  of  various  size  consisting  of  from  three 
to  five  members.  The  first  board  that  was  created  to  my 
knowledge  was  in  1873.  The  Northwestern  Railroad  which 
I  represent  has  property  in  nine  States.  In  all  the  years  and 
in  all  the  States  it  is  still  true  that  no  man  of  railroad  experience, 
either  in  construction  or  operation  or  administration,  has  been 
appointed  to  one  of  those  boards  of  assessments.  That  does 
not  mean  that  we  don't  have  some  good  men.  •  In  spite  of  that 
fact,  in  many  States  we  have  excellent  members  of  those  boards, 
but  they  are  men  who  became  excellent  by  virtue  of  a  long 
continuance  in  office,  and  giving  their  time  and  consideration 
to  the  matters  before  them,  not  because  they  had  learned  either 
from  experience  or  training  how  to  perform  the  duties  to  which 
they  had  been  called. 

What  do  we  mean  when  we  talk  of  an  ad  valorem  system? 
Ordinarily  I  think  it  is  supposed  to  apply  to  the  physical  prop- 
erty of  the  company.  If  I  am  wrong,  I  would  be  glad  to  be 
corrected.  If  by  ad  valorem  we  mean  the  value  of  the  property, 
if  that  is  what  we  are  trying  to  get  at,  there  is  no  other  system 
that  should  be  adopted  except  the  ad  valorem  system.  However, 
if  we  are  going  to  limit  the  meaning  of  ad  valorem  to  the  ascer- 
taining of  the  actual  physical  property,  then  there  is  no  system 
more  vicious,  no  system  more  difficult,  no  system  that  will 
result  in  such  iniquities  and  injustice  as  what  would  come  from 
such  an  extension  of  the  term  ad  valorem. 

It  is  impossible  to  value  accurately  or  adequately  the  physical 
property  of  a  railroad.  Wisconsin  tried  it;  Michigan  tried  it; 
with  what  result?    The  Board  of  Assessment  used  up  a  large 
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amount  of  money  in  the  attempt  to  ascertain  the  physical  value 
of  the  roads  in  the  State.  They  were  helped  by  a  large  corps 
of  other  valuators  on  the  part  of  the  railway  companies.  It 
cost  the  Northwestern  Railway  Company  $30,000  and  more  to 
value  its  property  in  the  State  of  Wisconsin  by  its  engineers  and 
experts.  I  don't  know  how  much  it  cost  the  State.  Judge 
Gilson,  how  much  was  it  your  experts  made  our  valuation  when 
we  first  started  in?     It  was  about  sixty-two  milhons,  wasn't  it? 

Judge  Gilson  (Wisconsin) :    Yes. 

Mr.  Crandon:  And  the  experts  of  the  company  made  it 
about  fifty-two  millions  or  fifty-three  millions.     Am  I  right? 

Judge  Gilson:   I  think  so. 

Mr.  Crandon  :  That  is  near  enough,  anyway. 

Judge  Gilson:  I  think,  though,  that  it  was  sixty-two  mil- 
lion new,  but  in  its  depreciated  condition  it  was  about  ten 
million  dollars  less.     [See  subsequent  correction  by  Mr.  Gilson.] 

Mr.  Crandon  :  Very  well.  In  the  first  place  we  would  have 
had  ten  million  dollars  difference,  and  in  the  next  place  twenty 
million  dollars  difference,  not  by  men  who  come  to  the  subject 
as  novices,  not  by  inexperts,  but  by  the  men  best  qualified  to 
judge  of  the  value  of  that  physical  property  that  there  were  in 
the  State  or  that  could  be  found  out  of  the  State;  and  still 
the  results  of  their  valuations  are  apart  to  the  extent  of  from 
ten  millions  to  twenty  millions  of  dollars,  in  the  valuation  of  one 
road  in  one  State.  Taking  the  lowest  amount  it  certainly  was 
ten  milUons  of  dollars,  and  that  in  regard  to  a  single  road  in  a 
single  State.  Now,  basing  your  judgment  upon  that  fact,  how 
is  it  possible  that  men  who  have  no  qualifications  of  that  sort 
for  that  business,  who  come  to  the  subject  new,  are  going  to 
give  any  intelUgent  or  adequate  valuation  of  the  property? 
I  don't  think  we  have  in  the  State  of  Wisconsin  anything  more 
difficult  than  we  would  have  elsewhere.  However,  the  problem 
becomes  a  great  deal  more  complicated  when  you  take  into 
account  the  terminal  properties  of  such  roads  as  have  their 
terminals  in  Chicago.  I  only  speak  of  this  as  showing  that  a 
system  which  is  attempted  to  be  based  upon  the  actual  value 
of  the  physical  property  is  absurd  and  vicious  and  impossible 
of  just  application.  I  find  that  I  have  got  off  on  a  subject  that 
I  didn't  mean  to  touch  at  all. 
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The  problem  to  which  I  was  to  invite  your  attention  at  this 
Convention  in  the  hope  that  it  may  be  a  suggestion  that  will 
accomplish  some  result  at  some  time  is  the  question,  "How 
shall  we  deal  with  assessing  interstate  railroads?"  None  of 
those  large  roads  are  intrastate;  they  are  all  interstate.  The 
system  is  a  unit  which  includes  both  interstate  and  intrastate 
parts;  when,  then,  as  in  the  case  of  the  Northwestern  Railway 
Company,  we  find  our  railroad  line  in  nine  different  States,  and 
also  find  that  we  have  a  different  system  for  determining  values 
in  each  State,  how  is  the  partition  of  the  value  of  the  property 
to  be  made  between  the  different  States  so  as  to  be  equitable  to 
the  public  and  fair  to  the  company? 

For  the  first  proposition  we  want  a  uniform  law  for  valuing 
railroads  in  all  the  States.  I  suppose  that  could  only  be  got 
by  agreement;  but  we  have  taken  the  first  step  towards  a  fair 
distribution  of  the  valuation  on  the  system  of  railroads  between 
the  States  when  we  have  got  the  same  law  of  valuation  in  all 
the  States.  What  that  law  shall  be,  what  it  shall  include,  is  not 
a  matter  that  can  be  determined  here,  nor  determined  easily 
anywhere,  or  be  determined  except  by  the  most  careful  con- 
sideration of  all  the  facts  connected  with  the  value,  and  through 
a  period  sufficiently  long  to  test  the  equity  of  the  scheme  that 
shall  finally  be  devised. 

Reference  has  been  made  to  the  stock  and  bond  theory  of 
assessment.  If  there  is  one  system  more  vicious  than  all  the 
others  that  is  the  system.  I  would  like  to  elaborate  that  ques- 
tion, but  I  have  not  time.  A  single  illustration  with  regard  to 
its  effect  would  be  afforded  by  the  Northwestern  Railway 
Company  whose  terminals  in  Chicago  have  been  estinuited  to 
be  worth  from  thirty  millions  of  dollars  to  forty  millions  of 
dollars,  and  whose  line  extends  through  nine  different  States. 
If  we  arrive  at  the  value  of  the  property  accurately  by  the  stock 
and  bond  theory,  how  are  we  to  apportion  it  among  these  different 
States  so  that  they  would  share  equitably  the  aggregate  value  ? 
By  the  stock  and  bond  theory  you  simply  arrive,  at  the  best, 
at  a  lump  sum  valuation,  which  must  then  be  divided  upon 
some  other  basis  than  that  which  you  have  taken  for  finding  your 
valuation.  But  you  don't  get  the  correct  value  by  any  stock 
and  bond  method.    It  is  evil  and  only  evil,  and  that  continually. 
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I  am  more  inclined  to  the  idea  that  the  railroad  is  a  machine 
for  earning  money.  It  may  extend  through  one  State  or  ten 
or  twenty.  It  is  valuable  simply  as  it  accomplishes  the  pur- 
pose for  which  it  was  made  —  to  earn  money.  In  some  form 
the  earning  capacity  of  a  corporation  of  that  sort  is  the  measure 
of  its  value.  It  seems  to  me  when  it  is  properly  defined  and 
adequately  guarded  that  this  is  the  best  method  of  valuing  a 
corporation.  If  we  had  only  the  elements  which  make  gross 
earnings,  if  you  eliminate  those  earnings  which  come  from  other 
sources  than  the  operation  of  the  railroad,  —  those  earnings 
that  come  out  of  its  investments,  its  owning  of  other  properties, 
—  and  could  find  accurately  just  what  it  earns  as  a  railroad, 
you  have  then  a  substantial  basis  on  which  you  could  make 
up  the  value  of  the  entire  road. 

Now,  just  how  you  are  going  to  apply  that  knowledge  when 
you  have  got  it  so  that  you  can  justly  and  fairly  distribute 
the  value  to  the  various  taxing  districts,  presents  a  problem 
of  great  magnitude  and  complexity.  But  have  we  not  gone  a 
good  distance  when  we  know  how  much  the  thing  is  worth? 
Haven't  we  got  a  long  distance  in  the  way  of  determining  what 
a  railroad  should  be  assessed  at  in  any  locality  if  we  know  what 
it  ought  to  be  assessed  at  in  all  localities  ?  And  if  we  have  found 
by  any  method  the  way  in  which  we  can  ascertain  precisely  the 
actual  value  of  the  property,  have  we  not  laid  a  basis  upon  which 
we  may  hope  to  build  the  superstructure  of  distribution  ? 

Judge  Gilson  (Wisconsin) :  Before  Mr.  Crandon  leaves  the 
subject  I  would  like  to  make  a  statement  in  regard  to  the  ques- 
tion of  the  valuation  of  the  physical  property  in  Wisconsin, 
that  I  did  not  understand  at  the  time.  I  think  it  was  ascer- 
tained by  the  State  Board  of  Assessors  that  if  new,  the  road 
was  worth  sixty  millions  of  dollars,  and  that  the  cost  of  its 
present  condition  was  fifty-two  million.  The  result  obtained 
by  the  engineers  of  the  road  was  the  cost  of  reproduction  new  at 
sixty  million  and  the  cost  of  reproduction  in  its  present  condi- 
tion, fifty  million.  There  was  a  difference  of  practically  two 
millions  of  dollars  between  the  appraisement  by  the  State 
Board's  expert  and  the  valuation  made  by  the  railway  com- 
pany. The  basis  upon  which  the  valuation  of  the  physical  prop- 
erty was  made  was  very  largely  furnished  by  the  company 
2k 
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through  its  engineers.  They  assisted  the  board  in  making  that 
valuation  by  furnishing  all  the  information  that  we  called  for. 
The  difference  was  practically  perhaps  a  million  and  a  half  or 
two  million,  both  in  the  cost  of  reproducing  the  property  new 
and  its  value  in  its  present  condition. 

Mr.  Crandon  (Illinois) :  I  think  the  Judge  is  in  error  a  little 
as  to  the  amount.     It  doesn't  make  any  real  difference. 

Dr.  Chamberlain  (Ohio) :  Four  per  cent  is  pretty  close. 
When  you  say  per  cent  you  know  what  you  are  talking  about. 

Mr.  Purdy  (New  York) :  I  should  like  to  say  a  word  because 
Mr.  Williams  has  honored  me  by  crediting  me  with  a  theory  of 
railway  assessment.  I  appreciate  fully  the  difficulty,  referred 
to  by  Mr.  Crandon,  of  dividing  the  interstate  railroad,  or  any 
other  pubUc  service  corporation  which  operates  in  more  than 
one  State;  also  the  difficulty  of  separating  the  property  used 
in  the  operation  of  the  road  from  property  not  so  used.  But, 
as  Mr.  Crandon  has  said,  if  you  can  determine  some  method 
which  is  fair  for  ascertaining  the  aggregate  value,  or  as  I  would 
prefer,  the  aggregate  tax,  and  then  divide  up  or  cut  ofif  part  of 
it  afterwards,  your  first  problem  is  met  if  you  have  agreed  that 
you  have  a  fair  way  of  finding  the  whole.  Mr.  Williams  ex- 
plained it  in  part.  I  just  want  to  say  a  few  words  more  about 
that  method  which  I  thought  of  before  I  knew  that  it  had  in  a 
crude  form  been  adopted'in  the  Internal  Revenue  Law  in  1864 
by  the  United  States  government.  When  I  found  that  out 
afterwards,  I  don't  know  whether  I  thought  my  plan  was  better 
or  worse,  but  it  is  a  precedent. 

As  Mr.  Crandon  says,  a  public  service  corporation  can  really 
only  be  judged  by  its  earning  power.  There  is  no  other  way. 
It  takes  property  from  other  uses  and  devotes  it  to  this  peculiar 
use.  When  put  to  this  peculiar  use  it  has  a  value  only  as  it 
can  earn.  You  can  compare  it  with  nothing  else  because  there 
is  nothing  else  that  is  so  like  it  that  you  can  make  proper 
comparison. 

Economists  have  generally  objected  to  a  tax  upon  net  earn- 
ingp,  so  far  as  my  reading  has  gone,  only  because  we  could  not 
ascertain  with  accuracy  what  net  earnings  are.  We  can  deter- 
mine with  some  accuracy,  as  a  rule,  what  gross  earnings  are; 
but  how  to  find  out  what  properly  should  be  charged  to  operat- 
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ing  account  has  always  hitherto  been  regarded  as  a  problem  of 
great  difficulty.  We  may  be  in  a  fair  way  to  solve  it  now 
through  a  uniform  system  of  accounting  which  would  put  all 
upon  the  same  basis  if  it  is  accomplished.  But  we  don't 
need  to  wait  for  that  time  if  we  wish  to  do  the  thing  now. 

Every  public  service  corporation  in  the  course  of  a  long 
period  must  divide  its  earnings.  How  does  it  divide  them? 
It  divides  them  to  persons  called  stockholders,  and  to  persons 
who  are  its  creditors;  so  its  division  is  in  the  shape  of  interest 
on  debt  and  dividends  to  stockholders.  If  it  withholds  divi- 
dends to  stockholders  for  a  period  of  years  and  accumulates  a 
surplus,  it  is  with  two  purposes:  one,  in  order  that  it  may 
perform  a  public  service ;  two,  in  order  that  it  may  earn  more 
dividends  later  on  for  its  stockholders.  If  we  have  a  basic  tax, 
it  will  provide  a  minimum  revenue  even  if  there  is  no  distribu- 
tion of  dividends  or  interest;  for  instance,  if  a  public  service 
corporation  is  in  the  hands  of  a  receiver  and  pays  no  interest 
or  dividends,  there  will  still  be  a  tax.  Under  normal  conditions 
it  is  entirely  immaterial  whether  the  corporation  distributes 
all  that  it  can,  or  makes  a  surplus;  because  if  it  distributes 
all  that  it  can,  you  get  all  that  you  should  now  in  taxes.  If  it 
withholds  part  and  builds  up  a  surplus,  the  time  will  come  in 
the  future  when  that  surplus  will  earn  more  dividends;  those 
dividends  will  be  distributed  to  stockholders  and  the  State  will 
get  its  share  inevitably.  We  do  need  to  devise  a  system  which 
will  reduce  friction,  which  will  work  out  mathematically  and 
accurately  year  after  year,  about  which  we  cannot  quarrel, 
because  there  are  other  problems  that  to  my  mind  are  more 
important  than  the  pubUc  service  problem,  and  we  want  to 
get  that  out  of  the  way  and  begin  on  the  next  one.     (Applause.) 

Mr.  Whitney  (New  York) :  I  am  very  much  gratified  to  see 
the  evidence  on  the  part  of  this  Conference  to  treat  so  reasonably 
the  consideration  of  the  problems  entering  into  the  taxation  of 
public  service  corporations.  Unfortunately  in  many  cases  they 
are  looked  upon  as  enemies  rather  than  as  friends  to  the  public, 
and  I  am  prone  to  believe  that  Mr.  Purdy's  idea  of  some  elimi- 
nation of  the  discretionary  power  vested  in  State  boards  — 
which  is  apt  to  vary  very  much  in  administration  —  is  a  step 
very  far  in  the  right  direction.     This  is  the  first  of  the  Con- 
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ferences  I  have  attended  and  I  have  learned  a  great  deal,  and 
I  think  every  annual  Conference  will  mean  a  great  deal  to  all 
concerned. 

Mr.  Frank  L.  McVey  (Minnesota) :  I  have  listened  with  a 
good  deal  of  interest  at  various  times  to  the  discussion  of  rail- 
road problems,  and  I  must  say  that  I  have  been  disappointed 
again  and  again  in  the  onslaught  that  has  been  made  by  the 
representative  of  railway  companies  against  the  various  efforts 
made  by  States  to  tax  railroad  properties  inside  of  their  border, 
and  yet  at  the  same  time  never  offering  on  their  part  a  system 
of  taxing  that  would  be  adequate  or  satisfactory.  Now  we  are 
told  that  the  gross  earnings  tax  is  an  unequal  and  unsatisfactory 
tax;  we  are  told  that  the  valuation  of  railway  companies  by 
the  ad  valorem  system  is  iniquitous  and  again  unsatisfactory. 
We  are  told  that  the  method  of  taxing  corporations  and  assess- 
ing them  on  a  stock  and  bond  basis  is  again  unsatisfactory, 
unwise,  etc.,  and  further  we  are  told  that  the  taxing  of  them  on 
the  basis  of  net  earnings  is  not  altogether  fain  Now,  what  is 
the  system  of  taxation  that  is  desirable  ?  What  can  be  worked 
out  as  a  sytem  of  taxation  on  railways?  Is  it  something  that 
has  not  yet  been  tried  in  the  States?  Is  it  something  that  is 
unknown  in  the  legislative  history?  Why  not  let  us  have  it 
from  the  point  of  view  of  the  railroad  men  themselves  ?  What 
kind  of  taxation  do  they  want  ?  Or  is  it  that  they  want  a  con- 
tinuance of  the  old  local  assessment  system?  (Chorus:  No, 
never !) 

Mr.  McVey  :  By  the  process  of  elimination  one  is  practically 
forced  to  the  conclusion  that  that  is  a  more  desirable  system 
of  taxation  than  any  that  we  have  at  the  present  time.  Now, 
from  the  point  of  view  of  the  State,  can  the  State  say,  "  Gentle- 
men, we  will  tax  the  railroads  on  their  net  earnings?"  But 
suppose  a  railroad  has  no  net  earnings,  does  that  mean  that  it 
shall  escape  taxation  entirely,  and  not  pay  part  of  the  burden 
of  the  State?  Perhaps  if  we  wait,  as  has  been  suggested  by 
Mr.  Purdy,  in  time  the  company  will  earn  dividends  and  there- 
fore begin  to  pay  taxes.  But  meantime  the  burdens  of  the 
State  are  increasing,  and  other  property  —  real  estate  which 
may  not  be  earning  income  or  any  returns  whatsoever  —  is 
taxed  on  the  real  estate  assessment  plan. 
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In  all  fairness,  ought  not  we  to  get  together?  Ought  not 
we  to  hear  from  the  railway  men  what  is  their  scheme  of  taxa- 
tion ?  And  if  they  have  none,  why  not  get  together  and  make 
some  system  in  one  of  the  States,  say  the  system  of  an  ad 
valorem  tax,  the  very  best  that  can  be  done;  unite  with  the 
authorities  in  getting  a  proper  assessment  in  all  possible  ways, 
and  work  it  out  carefully,  so  that  we  can  come  to  some  kind  of 
a  conclusion  as  to  what  is  a  real  system  of  taxation?  Now, 
we  have  laboratories  in  every  State ;  we  can  try  out  schemes  of 
legislation  in  different  States.  Why  is  it  not  a  fair  proposition 
to  get  together  with  the  various  commissions  —  the  Commission 
of  Wisconsin,  for  example,  or  the  Commission  in  other  States  — 
and  try  to  unite  on  some  practical  scheme  of  legislation  that 
will  secure  a  fair,  equitable  taxation  of  railway  properties? 
The  State  wants  fair  and  equitable  taxation  of  the  railway 
companies,  and  that  is  what  we  want  to  get  at.  We  ought  to 
hear  from  the  other  side  on  what  is  a  fair  system  of  taxation. 
(Applause.) 

Mr.  Allen  Ripley  Foote  :  I  simply  wish  to  put  in  the  record 
my  solution  so  that  it  can  come  in  competition  with  that  of 
others.  My  solution  is  this  —  based  necessarily  upon  a  correct 
system  of  accounting  for  all  public  service  corporations.  Such 
a  system  we  now  have  some  opportunity  of  securing,  through 
the  federal  law  giving  the  State  Commerce  Commission  author- 
ity to  prescribe  a  system  of  accounting, 

I  suggest  that  a  tax  be  levied  upon  the  gross  earnings  of  the 
corporations  as  returned  to  the  Interstate  Commerce  Commis- 
sion under  their  system  of  accounting;  that  there  shall  be  a 
low  tax,  say  of  2  per  cent,  that  all  corporations  shall  pay  under 
all  circumstances  whether  they  have  any  net  earnings  or  not, 
and  if  you  please  that  that  2  per  cent  shall  be  levied  upon  cor- 
porations whose  operating  expenses  are  90  per  cent  of  their 
gross  earnings,  that  being  an  arbitrary  basic  tax.  Then  for 
every  decrease  in  the  percentage  of  operating  expenses  to  gross 
earnings,  a  fraction  of  a  per  cent  be  added.  To  illustrate.  If 
a  road's  operating  expenses  are  90  per  cent  of  its  gross  earnings, 
it  will  pay  2  per  cent.  If  it  is  89,  it  will  pay  2^g,  or  something 
like  that.  If  it  is  88,  it  will  pay  2^,  and  so  on  down  the  scale. 
So  that  you  have  a  rule  that  is  absolutely  adjustable  on  the 
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basis  of  the  authoritative  statements  made  to  the  Interstate 
Commerce  Commission,  and  checked  up  by  the  Interstate  Com- 
merce Commission  under  its  system  of  accounting.     {Applause.) 

Mr.  a.  E.  Holcomb  (New  York) :  The  speaker  just  before  the 
last,  in  a  criticism  on  the  attitude  on  the  part  of  some  corpora- 
tions, I  think  expressed  a  criticism  that  should  be  made.  I 
simply  rise  to  say  that  I  don't  take  such  a  hopeless  view  of  the 
case  as  would  appear  from  the  remarks  of  my  friend  Mr.  Wil- 
liams or  my  friend  Mr.  Crandon.  I  think  the  suggestion  might 
be  made  that  in  the  limit  of  territory  covered  by  Mr.  WilUams, 
in  no  State  which  he  mentioned  has  there  been  ever  an  ad 
valorem  system  by  a  central  board  or  a  gross  earning  system. 
So  that  a  part  of  the  hopeless  view  that  he  has  reached  comes 
from  his  touching  simply  the  States  of  New  York  and  New 
Jersey,  where,  as  everybody  agrees,  the  situation  is  chaotic. 

Now  my  personal  experience  reaches  into  thirty-two  States 
and  the  District  of  Columbia.  In  connection  with  that  work 
I  have  to  do  with  all  systems,  and  I  cannot  refrain  from  express- 
ing my  appreciation  and  my  admiration  for  the  work  that  is 
being  done  in  the  Western  States  and  in  the  Southern  States 
towards  the  solution  of  the  problems  which  seem  to  be  so  diffi- 
cult in  our  Eastern  States.  In  that  way  I  say  I  take  a  little 
more  hopeful  view  of  the  situation,  and  think  that  we  can  work 
out  our  problems  if  we  will  only  get  together  and  discuss  the 
questions.  No  one  here  and  no  member  of  any  board  will 
dispute  a  great  many  of  the  questions. 

From  an  experience  of  twenty  years  with  various  boards 
my  suggestion  is  that  the  gross  earning  system  is  on  the  whole 
the  best  at  this  time.  The  obvious  criticism  made  is  that  it 
would  be  unequal  as  applied  to  roads  with  varied  operating 
expenses.  It  seems  to  me  that  the  Wisconsin  system  would 
in  a  great  measure  obviate  that,  where  the  road  is  graded  in 
proportion  to  the  gross  earnings  from  time  to  time.  At  any 
rate,  with  the  changes  to  the  uniform  accounting  that  is  now 
being  studied,  the  inequalities  would  seem  to  me  to  tend  to 
disappear  rapidly.  The  difficulties  coming  from  that  State 
are  a  great  deal  less  than  they  have  been  in  the  past,  and 
therefore  I  think  the  time  is  now  ripe  to  at  least  start  along 
the  line  of  the  gross  earnings  system  properly  graded. 
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In  many  States  the  gross  earning  system  cannot  be  applied, 
the  constitutions  providing  that  there  must  be  an  ad  valo- 
rem system  of  taxation.  My  suggestion  with  regard  to  those 
States  would  be  that  if  possible  the  ad  valorem  method  should  be 
applied  to  physical  or  structural  value  of  the  plants,  because 
it  has  been  shown  in  the  Wisconsin  experience  that  the  differ- 
ence between  experts  is  so  small  as  to  be  negUgible;  and  I 
would  apply  a  supplementary  small  gross  earning  tax  to  take 
the  place  of  the  tax  for  intangible  values  which  causes  all  our 
difficulties. 

Practically  all  our  difficulties  are  caused  by  the  attempt  to 
reach  something  that  no  one  knows  how  to  reach  —  this  intan- 
gible or  franchise  value.  I  think  it  would  be  well  at  the  present 
time,  or  temporarily,  to  reach  that  by  a  small  supplementary 
tax  on  the  gross  earnings,  and  thus  we  get  rid  of  the  greatest 
difficulty  in  railroad  and  corporation  taxation. 

Another  phase  of  taxation  that  has  not  been  spoken  of  by 
any  member  here  is  what  is  known  as  the  Ucense  fee,  the  annual 
license  fee  in  some  States,  upon  the  entrance  of  an  interstate  or 
any  corporation.  In  order  that  one  of  the  cardinal  principles 
of  this  Association  —  that  is,  interstate  comity  —  should  be 
respected,  this  tax,  when  levied,  should  not  be  applied  to  the 
entire  capital  stock  in  every  State  in  which  the  company 
operates ;  it  should  only  be  applied  to  such  portion  of  the  capi- 
tal stock  as  represents  property  owned  by  the  company  in  the 
State.  This  is  a  very  important  consideration  with  interstate 
corporations  that  have  to  cart  their  entire  capital  stock  all 
around  for  assessment  through  all  the  States  where  that  iniqui- 
tous tax  is  levied.  I  don't  think  that  that  was  the  intention  of 
the  tax,  but  that  is  the  practical  effect  of  it  through  inaccuracies 
in  drafting  the  law. 

One  criticism  in  regard  to  Mr.  Purdy's  theory.  The  difficulty 
of  determining  how  much  you  shall  cut  off  on  account  of  outside 
earnings  would  involve  us  probably  in  another  long  series  of 
litigation  extending  to  the  Supreme  Court  and  back  again  in 
the  attempt  to  tell  how  you  are  to  cut  off  the  outside  earnings 
such  as  coal,  and  it  would  involve  us  in  serious  litigation  of 
constitutional  and  other  questions. 

Mr.  Purdy:  How  do  you  get  out  of  it  as  the  gross? 
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Mr.  Holcomb  :   The  gross  is  only  applied  to  the  railroad. 

Mr.  Williams:   How  do  they  escape? 

Mr.  Holcomb:  They  do  not  escape.  The  other  income  is 
reached  mostly  through  the  capital  stock  taxation.  I  don't 
think  anybody  will  claim  that  the  earnings  of  a  corporation  and 
its  stocks  and  bonds  located  in  one  State  should  be  pro  rata  in 
other  States  that  have  nothing  to  do  with  these  stocks  and 
bonds.     I  don't  think  that  is  fair  under  any  circumstances. 

Mr.  Theodore  Sutro  (New  York) :  My  opinion  is  that  the 
ad  valorem  tax  is  about  the  most  unscientific  tax  as  applied 
to  anything  that  can  be  evolved.  Even  in  the  assessment  of 
ordinary  real  estate,  where  there  is  an  application  for  review 
and  you  resubmit  a  question  to  your  assessors,  you  will  find  if 
you  submit  it  to  a  dozen  different  assessors  you  will  obtain  a 
dozen  different  opinions  on  so  simple  a  proposition  as  that. 
Now,  in  listening  to  the  excellent  papers  that  were  read,  includ- 
ing the  papers  that  treated  this  taxation,  for  example,  on  mineral 
lands,  oil  lands,  etc.,  and  now  this  discussion  with  reference  to 
the  valuation  of  the  property  of  public  service  corporations,  it 
struck  me  how  infinitely  more  difficult  it  is  in  those  last-men- 
tioned cases  to  make  a  really  satisfactory  ad  valorem  tax  based 
upon  an  actual  valuation.  It  is  practically  impossible  in  my 
opinion.  Let  us  therefore  strip  this  subject  first  of  those 
methods  which  should  not  be  adopted,  which  are  unscientific. 
One  of  those  is  the  ad  valorem  tax;  I  think  we  ought  to  elimi- 
nate that  from  our  discussion  as  unscientific  and  impossible  to 
impose  such  a  taxation  on  such  a  valuation.  The  other  ques- 
tion is  whether  a  tax  of  the  public  service  corporation  should 
be  measured  by  the  dividends  and  the  interest  on  bonds. 
That  is  also  an  unsatisfactory  method.  In  my  opinion  it  can 
be  juggled  with.  It  is  a  method  which  is  also  not  based  upon 
the  scientific  principles  of  taxation.  Then  comes  the  question 
of  net  earnings.  Now,  if  dividends  and  interest  on  bonds  may 
be  juggled  with,  how  much  more  is  that  applicable  to  the  ques- 
tion of  operating  expenses?  That  is  also  unscientific  from  my 
point  of  view.  What  is  left,  then  ?  Only  one  method,  and  that 
IB  the  gross  earning  method  —  tax  on  gross  earnings.  There 
can  be  no  juggling  about  that;  there  need  be  no  juggling  about 
it  if  it  is  properly  guarded,  and  it  can  be  easily  guarded  by 
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legislation,  by  public  officials  who  are  charged  with  it  the  same 
as  the  bank  superintendents  or  the  insurance  superintendents, 
who  take  that  subject  in  hand  and  arrive  by  a  system  of  statis- 
tical investigation  at  the  actual  gross  earnings  of  a  corporation. 
Now,  I  must  say  that  the  theory  that  was  hinted  at  by  Mr. 
Purdy,  and  somewhat  more  elaborated  by  Mr.  Foote,  is  one  that 
^  seems  to  me  solves  the  problem  more  practically  than  any  other 
probably  would.  It  is  not  to  be  supposed,  even  if  a  pubhc  ser- 
vice corporation  has  no  earnings  now,  that  that  corporation  is 
not  building  up  a  plant  which  will  lead  to  a  future  earning  that 
shall  surpass  any  earnings  of  corporations  that  are  actually 
having  a  net  profit;  and  it  seems  to  me  the  problem  should  be 
solved  in  some  such  way  as  is  suggested  by  those  two  gentle- 
men —  to  have  a  minimum  tax  placed  upon  the  public  service 
corporations,  whether  earning  dividends  or  not,  and  then  have 
an  additional  small  tax  based  upon  the  earnings.  It  seems  to 
me  that  is  really  the  solution  of  the  problem.  I  think  other 
methods  are  unscientific  and  unsatisfactory,  and  I  think  that 
is  the  method  that  the  Conference  should  take  into  serious  con- 
sideration. I  think  some  gentlemen  ought  sometime  to  read 
a  paper  on  that  special  topic. 

Mr.  Oscar  Leser  (Maryland) :  I  was  interested  in  Mr. 
Purdy's  plan  ever  since  I  heard  it  announced,  and  I  want  to 
give  him  something  to  think  about  —  how  he  would  apply  that 
plan  of  estimating  the  tax  on  the  divided  profits  instead  of 
dividends  on  stock  to  an  actual  case.  In  our  city  we  have  a 
telephone  company  which  is  in  successful  operation,  in  fact, 
has  no  opposition;  it  is  capitaUzed  at  $10,000,  it  owns  tangible 
property  of  perhaps  a  million  and  a  half,  it  swears  that  it  has 
no  net  earnings,  and  it  swears  that  it  has  no  bonded  debt,  and 
the  joke  of  it  is  that  that  is  probably  true.  (Laughter.)  How 
would  Mr.  Purdy  reach  it? 

Mr.  Purdy:  I  talked  to  Mr.  Holcomb  about  that  nearly 
all  the  way  up  here  from  New  York.  (Laughter.)  I  have  not 
found  out  yet.  At  present  speaking  I  would  put  telephone 
companies  off  on  a  shelf  by  themselves  and  wait  until  we  got 
around  to  them.     (Laughter.) 

Professor  Charles  J.  Bullock  (Massachusetts) :  It  seems 
to  me  it  is  going  to  be  extremely  difficult  to  persuade  the  people 
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of  the  several  States  to  adopt  the  net  earning  basis  of  taxation 
for  public  service  corporations  while  other  property  is  taxed 
upon  its  actual  value;  and  it  seems  to  me  the  diflBculties  in  the 
way  of  the  net  earnings  scheme  of  taxation  are  insuperable  so 
long  as  we  maintain  the  principle  of  taxing  other  property  upon 
its  actual  value  —  its  commercial  value  or  selling  value.  I 
don't  believe  that  the  people  in  any  of  the  American  States  will 
consent  to  it,  so  that  whatever  its  merits  may  be,  if  we  were  to 
have  a  system  of  taxation  all  round  based  upon  the  principle 
of  net  earnings  or  income,  it  seems  to  me  that  practically  that 
alternative  is  excluded. 

Quite  possibly  the  solution  of  the  question  will  not  be  the 
same  for  all  classes  of  corporations  and  for  all  the  States  of  the 
Union.  You  heard  the  stock  and  bond  method  of  valuation 
pronounced  this  afternoon  by  Mr.  Crandon  to  be  one  of  the  worst 
conceivable  methods  of  valuing  railroad  property  for  purposes 
of  taxation.  Last  year  I  heard  President  Mellen  of  the  New 
Haven  Railroad  appear  before  the  Commission  on  Taxation  in 
Massachusetts  and  praise  to  the  skies  Connecticut  methods  of 
stock  and  bond  valuation  for  railroad  taxation,  and  urge  us 
to  adopt  it  in  Massachusetts.  Then  besides  that,  in  some  of 
the  States  the  stock  and  bond  valuation  is  impracticable  because 
it  is  impossible  to  get  quotations  of  the  stocks  and  bonds  of 
many  of  the  railroad  companies,  particularly  subsidiary  com- 
panies in  railroad  systems;  while  in  other  States  it  is  possible 
to  get  a  stock  and  bond  valuation  of  such  a  system  as  the  New 
Haven  Railroad  or  such  railroad  systems  as  we  have  in  the  State 
of  Massachusetts. 

The  gross  receipts  methods  of  taxation  is  a  practicable  and 
possible  alternative  because  it  does  not  involve  a  departure  from 
the  principle  of  taxing  property,  the  gross  receipts  being  taken 
merely  as  a  measure  of  the  value  of  the  property,  and  it  being 
possible  to  adjust  the  gross  receipts  tax  as  illustrated  by  the 
recent  commission  in  California.  I  believe  that  constitutional 
difficulties  in  the  way  of  such  legislation  have  been  cleared  away 
by  the  latest  decision  of  the  Supremo  Court,  which  has  about 
completed  the  circuit  of  the  compass  as  to  the  constitutionality 
of  tax  legislation. 

Mil.  J.  H.  Eabtehday  (Washington) :  So  far  as  taxing  officials 
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are  concerned  in  the  assessment  of  railroads,  it  seems  to  me  that 
the  skies  are  rapidly  clearing.  Practically  every  State  in  the 
West  and  in  the  South  have  railroad  commissions  whose  duty 
it  is  to  ascertain  the  value  of  those  railroads  for  rate-making 
purposes.  The  value  of  a  railroad  for  taxing  purposes  should  be 
and  must  be  the  same  as  it  is  for  rate-making  purposes.  Any 
other  proposition  cannot  appeal  to  any  one  as  being  just  and 
fair.  Taxation  is  the  smallest  feature  of  the  railroad.  If  they 
are  entitled  to  earn  seven  per  cent  say  on  ten  million  of  dollars, 
then  the  value  of  that  railroad  for  taxation  purposes  is  also  ten 
million  dollars.  The  rate-making  feature  is  to  a  railroad  what 
the  body  of  a  hog  is  to  the  tail.  We  have  to  wag  and  go  with 
it ;  and  so  long  as  in  my  country  they  fix  values  for  rate-making 
purposes,  whether  they  be  high  or  low,  you  will  find  me  urging, 
insisting  and  demanding  that  the  same  valuations  apply  for 
the  purpose  of  fixing  their  taxes. 

I  may  say  further  that  I  cannot  get  away  from  that  old- 
fashioned  notion  that  things  are  worth  what  they  sell  for, 
whether  it  be  a  railroad,  personal  property  or  farm  lands. 
If  you  purchase  a  farm  for  $10,000  and  assume  a  mortgage  on  it 
for  $10,000,  then  the  reasonable  value  of  that  farm  is  $20,000. 
The  bonds  of  a  railroad  company  is  the  mortgage  on  the  plant. 
The  value  of  the  stocks  is  the  equity  in  them,  and  until  you  can 
show  me  a  better  method  I  shall  continue  to  insist  and  insist, 
because  I  believe  that  that  represents  practically  the  true  and 
fair  market  value.     (Applause.) 

Dr.  Chamberlain  (Ohio) :  I  wish  to  say  simply  that  we 
outsiders  insist  that  the  taxes  are  a  necessary  part  of  the 
running  expenses,  and  should  be  counted  in  as  much  as  the 
payment  of  employees.  I  insist  that  the  true  economic  prin- 
ciple is  that  the  property  is  worth  just  exactly  what  it  will 
sell  for,  and  that  the  net  earnings  of  a  property  will  decide 
what  it  will  sell  for;  not  the  actual  net  earnings  under  the  pres- 
ent management,  but  possible  net  earnings.  Here  is  a  farm 
which  we  will  say  was  worth  $10,000,  but  under  the  manage- 
ment of  a  shrewd  farmer  it  earns  23  per  cent,  as  my  own  farm  has 
done  year  after  year.  Here  is  another  farm,  just  as  good  as 
the  one  that  earns  23  per  cent,  but  under  poor  management  it 
is  not  earning  a  cent.     Yet  that  farm  which  under  poor  manage- 
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ment  is  not  earning  a  cent  has  got  to  pay  just  as  much  of  the 
taxes  as  the  farm  that  is  earning  23  per  cent  under  good  manage- 
ment. 

All  economists  will  admit  that  the  possible  net  earnings  are 
very  closely  related  to  the  salable  value  of  any  land  —  the 
possible  net  earnings.  If  a  road  is  badly  managed  and  does 
not  earn  anything  at  all,  it  ought  not  to  be  exempt  from  taxa- 
tion any  more  than  that  farm  which  is  poorly  managed.  The 
taxes  are  a  part  of  the  fixed  expenses  of  the  road  or  of  the  farm, 
and  must  be  paid,  and  I  insist  that  just  as  Mr.  Purdy  has  gone 
through  a  very  complicated  method  of  finding  the  actual  value 
of  every  piece  of  property  in  New  York  State,  so  with  a  good 
deal  less  difficulty  we  can  find  the  actual  value  and  possible  net 
earning  power  of  every  railroad.  It  is  a  difficult  problem,  but 
we  shall  solve  it  a  great  deal  quicker  if  we  try  to  do  it  than  we 
shall  if  we  try  not  to  do  it ;  and  that  is  what  we  have  been  trying 
to  do  here  all  the  afternoon  —  to  bring  up  the  difficulties. 

Mr.  W.  S.  Glass  (Kansas) :  One  of  the  great  troubles  at  the 
present  time  is  our  civilization.  (Laughter.)  We  hear  talk 
about  inexperienced  officials  —  that  there  has  not  been  an 
official  appointed  in  any  of  the  Western  States  who  comes  as 
an  expert  to  the  office.  That  is  true,  absolutely  true.  Last 
winter,  when  the  railroads  interested  in  the  State  of  Kansas 
knew  that  there  had  to  be-  an  assessment  upon  the  entirely  new 
basis  of  cash  value,  the  experts  of  one  road  that  I  have  in  mind 
went  out  and  by  actual  view,  as  was  sworn  in  the  report  to  the 
commission,  they  valued  the  property  of  that  road.  When  the 
commission  went  over  that  road  they  found  houses  valued  that 
the  local  inhabitants  said  had  been  removed  for  five  years. 
We  found  other  improvements  on  the  road,  new  improvements, 
that  were  not  included  at  all,  that  had  been  built  for  years. 
And  yet  upon  an  actual  view,  as  sworn  to  by  the  tax  assessor, 
they  had  given  the  actual  value  of  those  properties.  The  trouble 
b  with  our  civilization.  There  should  be  honesty,  there  should 
be  fairness,  there  should  be  equity  and  justice  between  the 
corporations  that  are  asking  favors  at  the  hands  of  the  public 
and  the  public  itself.  The  government  will  be  fair.  Com- 
plaints with  reference  to  over-assessments  will  not  exist  if 
the  persona  who  represent  the  corporations  come  up  and  make 
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due  returns  in  a  proper  manner.  I  want  to  assent  to  the  state- 
ment made  by  the  gentleman  from  Washington.  We  have  a 
railroad  commission  in  our  State,  we  have  a  tax  commission, 
we  have  before  the  commission  certain  men  who  are  repre- 
senting the  railroads  or  insisting  upon  certain  high  valuations 
for  those  roads  as  the  basis  for  rate  making.  Then  we  have 
another  set  of  officers  coming  before  the  tax  commission  in- 
sisting upon  low  valuations  for  the  purpose  of  taxation.  Let  us 
all  get  to  the  basis  of  honesty,  and  then  we  will  do  the  thing  up 
in  a  good  deal  better  shape.  That  is  ray  idea  of  this  business, 
that  it  is  a  simple  transaction  to  get  it  at  actual  values,  and 
when  you  get  it  at  actual  values  you  take  all  the  elements  of 
value  into  consideration.  Whether  there  be  an  element  this 
year  that  did  not  exist  last  year  has  to  be  decided  by  the  persons 
who  judge  on  the  property.  There  may  be  elements  this  year 
that  did  not  exist  last  year,  and  they  have  to  be  taken  into 
consideration.  Take  everything  into  consideration  in  deter- 
mining value,  because  that  is  the  only  way  you  can  get  at 
value. 

Mr.  Crandon:  My  friend  over  there  (Mr.  Easterday)  says 
he  is  going  to  find  out  the  value  of  the  railroad  by  taking  the 
bonds  and  adding  to  that  the  value  of  the  stock.  Now,  in  the 
year  1903,  the  year  when  there  was  no  panic,  the  stock  of  the 
Great  Northern  Railroad  sold  at  one  time  for  twenty-five 
millions  and  at  another  for  $13,187,000.  Which  will  he  add? 
The  Stock  of  the  Pullman  Company  in  that  year  was  valued  at 
$36,000,000  and  there  was  a  variation  of  $18,000,000.  Will 
you  add  the  36  or  the  18?  The  C.  R.  I.  &  P.,  one  of  the  best 
roads  in  the  country,  was  valued  at  50  millions  and  the  varia- 
tion was  11  millions.  Will  you  add  11  or  will  you  add  50? 
Louisville  &  Nashville,  52  millions  and  a  variation  of  13  millions. 
Will  you  add  52  or  will  you  add  13  ?  You  will  have  a  very 
different  assessment  if  you  do  one  or  the  other. 

Mr.  Easterday  (Washington) :  I  am  not  going  to  do  either, 
but  I  will  tell  you  what  I  will  do.  In  my  country  there  are 
365  days  in  a  year,  I  am  going  to  take  the  value  365  times  for 
the  year,  and  then  I  am  going  to  divide  it  by  365  and  I  will  get 
the  average  for  the  year. 

Mr.  Sutro  (New  York) :  Supposing  the  value  of  that  railway 
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is  represented  by  shares  of  stock  in  that  New  York  Stock  Ex- 
change, and  a  panic  occurs,  and  the  value  fluctuates  in  one  of 
those  365  days  to  the  extent  of  5  to  25  millions;  how  are  you 
going  to  get  your  average  there  ?  It  is  not  merely  a  day,  it  is 
every  hour. 

Mr.  S.  C.  Crummer  (Kansas) :  The  way  to  get  averages  is  a 
period.  For  instance,  take  a  period  of  five  years  and  you  will 
have  the  earnings  of  that  road  through  good  times  and  through 
ill  times;  through  times  of  prosperity  and  through  times  of 
adversity.  Now,  take  your  average  for  five  years  and  you  have 
a  very  fair  average  of  that  road. 

Mr.  W.  a.  Douglas  (Toronto) :  I  would  like  to  ask  one  little 
question.  I  have  seen  some  railroad  accidents.  I  have  seen 
some  scrap  heaps.  I  have  seen  a  new  locomotive  worth  $10,000 
or  $25,000  and  in  a  few  years  it  is  not  worth  five  cents.  I  have 
seen  the  trains  split  up  and  used  for  firewood  because  they  were 
worn  out.  The  road  itself  has  a  certain  value  that  you  cannot 
bum  out,  you  cannot  destroy  by  accident.  There  is  a  peculiar 
value;  it  strikes  me  that  the  value  of  that  franchise  is  repre- 
sented in  the  value  of  that  road.  I  have  not  heard  one  word 
about  that.  It  seems  to  me  when  we  come  to  assessments 
we  must  recognize  that  difference.  I  suggest  this  subject  for 
discussion  before  this  or  the  next  Conference. 
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THE  GROWTH  OF  STATE  AND  LOCAL 
EXPENDITURES 

By  Professor  W.  F.  Gephart 
Ohio  State  University,  C!oIumbus,  Ohio 

In  discussing  the  question  of  the  growth  of  State  and  local 
expenditures,  we  are  confronted  at  the  outset  with  the  difficulty 
of  making  statements  which  can  be  generally  applied  to  the 
numerous  States  of  the  United  States;  for,  having  been  settled 
at  different  times  and  having  marked  different  industrial  and 
social  conditions  and  differing  widely  in  wealth  and  develop- 
ment, the  character  and  amount  of  expenditure  have  greatly 
varied,  both  during  the  same  time  in  different  States  and  at 
different  times  in  all  the  States.  Owing  to  their  freedom  from 
control,  as  to  methods  of  accounting,  there  is  a  wide  divergence 
in  the  plans  followed  in  keeping  financial  statistics.  An  in- 
vestigator in  this  field  says :  "  The  student  of  State  finance  will 
search  in  vain  for  any  general  figures.  If  he  desires  to  ascer- 
tain the  receipts  from  any  particular  source  of  revenue,  or  the 
expense  for  any  particular  purpose,  he  will  often  be  compelled 
to  make  laborious  arithmetical  computations  from  each  separate 
fund  statement." 

State   Expenditures 

The  fact  that  there  has  been  a  decided  growth  of  State  and 
local  expenditure  is  too  patent  to  need  extensive  statement, 
but  what  the  occasion  for  and  character  of  this  expenditure 
has  been,  and  what  its  bearing  is  upon  present  methods  of 
taxation,  may  not  be  so  evident.  If  a  continually  larger  part 
of  the  social  income  is  to  be  expended  through  the  govern- 
mental agency  in  accordance  with  the  principle,  *Hhat  in  the 
orderly  development  of  society,  new  individual  and  collective 
wants  will  arise,"  many  of  which  can  be  best  satisfied  through 
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the  agents  of  society,  organized  in  its  collective  capacity,-— 
government,  —  then  the  real  problems  are,  first,  will  there  be 
an  equally  great  increase  in  the  ability  of  the  citizen  to  pay 
for  the  satisfaction  of  these  new  wants,  and  second,  how  can 
the  cost  of  these  larger  expenditures  be  equitably  distributed. 

In  discussing  the  growth  of  State  expenditures  during  the 
nineteenth  century,  there  are  adequate  reasons  for  dividing  the 
period  in  quarter  century  divisions  on  the  basis  of  the  different 
character  of  the  expenditures.  The  first  quarter,  from  1800  to 
1825,  presents  nothing  remarkable,  for  the  expenditures  were 
neither  large  nor  varied.  Cities  had  not  yet  risen  to  any  impor- 
tance as  industrial  centers,  and  the  large  debts  of  the  Revolu- 
tionary War  had  been  assumed  by  the  national  government. 

The  total  population  of  the  United  States  was  only  about 
ten  millions  at  the  close  of  the  first  quarter  century,  and  this 
population  was  distributed  over  a  wide  area,  with  wants  few 
and  activities  simple.  The  bulk  of  the  expenditures  went  for 
the  primary  functions  of  government,  with  some  of  the  States 
spending  considerable  sums  on  education  and  others  on  internal 
improvements.  However,  during  the  next  quarter  century, 
from  1825  to  1850,  there  was  a  decided  growth  of  State  ex- 
penditures, for  this  was  the  period  of  State  activity  in  internal 
improvement  and  public  banking. 

Notwithstanding  the  eafly  political  arguments  advanced  for 
internal  improvements  by  the  national  government  and  the 
later  industrial  and  commercial  reasons  brought  forward  to 
justify  this  policy,  the  question  was  disposed  of  for  the  time 
being,  so  far  as  the  national  government  was  concerned,  by 
the  vetoes  of  Presidents  Monroe  and  Jackson  of  the  Cumber- 
land and  Maysville  Road  Bills.  Previous  to  the  Jackson  veto, 
this  question  had  been  the  most  important  national  issue  in 
the  States  of  the  West  and  Middle  West,  and  had  obliterated 
political  lines,  as  is  evidenced  by  the  resolutions  passed  by  the 
legislatures  of  many  of  these  States,  which  authorized  certain 
State  officials  to  ascertain  the  views  of  presidential  and  other 
national  candidates  on  the  question  of  internal  improvements 
"in  order  that" — to  quote  such  a  resolution  —  "the  people  of 
the  State  might  vote  intelligently,"  and  intelligent  voting  in  this 
case  meant  voting  for  the  candidates  who  would  help   the 
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people  to  secure  internal  improvements.  The  people  of  the 
States,  especially  those  of  the  Central  and  Middle  West  States, 
were  insistent  that  these  internal  improvements  be  made,  and 
were  not  very  much  concerned  how  or  by  whom  they  were 
made,  so  that  after  these  vetoes  they  transferred  their  agita- 
tion from  the  national  to  the  State  capitals,  for  the  greatest 
need  for  the  industrial  development  of  the  country  was  means 
of  communication  between  the  seaboard  and  the  interior.  At 
this  time  the  democratic  ideas  of  the  West  became  prevalent, 
and  the  decentralization  of  government  in  favor  of  the  States 
had  begun.  Public  lands  were  given  to  the  States  for  internal 
improvements  and  the  surplus  revenue  loaned,  both  of  which 
did  much  to  encourage  extravagance.  Thus  it  happened,  as 
Professor  Adams  has  pointed  out,  that  the  demand  for  internal 
improvements  became  most  insistent  at  the  time  when  the 
reaction  against  a  strong  centralized  government  made  it  easy 
to  secure  State  aid,  and  when  the  industrial  outlook  seemed  to 
warrant  their  undertaking.  In  the  North  railroads,  canals 
and  turnpikes,  and  in  the  South  turnpikes  and  banks,  were 
undertaken  without  any  idea  of  the  large  expenditures  which 
would  be  necessary  to  finance  them.  Great  expectations  were 
held  of  what  canals  and  railways  would  do  in  increasing  the 
wealth  of  the  States,  and  unfortunately  for  her  sister  States, 
New  York  completed  in  1825  her  Erie  Canal,  which  proved  a 
success  from  the  beginning. 

While  no  other  State  was  so  situated  as  to  reap  the  ad- 
vantages from  internal  improvements  that  New  York  did,  yet 
these  canals,  turnpikes  and  railways  did  wonderfully  enrich 
the  States  of  the  Middle  West,  as  well  as  those  to  the  east  of 
them.  While  scandal  was  connected  with  their  construction 
and  operation  in  some  cases,  and  in  other  cases  the  transporta- 
tion facilities  provided  were  far  in  advance  of  the  industrial 
needs  of  the  regions,  yet  since  the  national  government  would 
not,  and  private  capital  of  the  State  often  could  not,  undertake 
this  work,  the  people  demanded  that  the  States  do  it.  State 
expenditures  began  to  grow  far  beyond  the  revenue  receipts 
of  the  State,  so  that  in  the  decade  1820  to  1830  stocks  amount- 
ing to  $26,000,000  were  held,  which,  with  the  other  obligations 
of  the  States  for  internal  improvements  undertaken  by  the 


516  STATE  AND   LOCAL  TAXATION 

States  themselves,  made  up  in  1843  a  total  State  debt  of 
$231,000,000.  A  statement  of  the  total  State  debts  in  1842 
shows  that  they  amounted  to  $198,818,733,  of  which  $125,939,745 
was  for  public  internal  improvements.  Many  of  the  Northern 
States  had  an  abundance  of  fertile  land  awaiting  cultivation. 
They  also  had  an  abundance  of  paper  money.  Consequently 
they  spent  large  sums  for  canals,  railways  and  turnpikes  in 
order  to  reach  markets,  for  production  had  been  limited  only 
by  the  facility  and  ease  of  marketing  their  products.  The 
Southern  States  seemed  to  think  that  they  needed  capital  to 
aid  in  cotton  culture,  rather  than  to  furnish  transportation 
routes,  which  were  in  a  great  part  supplied  by  the  rivers  of  the 
Gulf  and  Atlantic  Ocean. 

The  masses  of  people  in  their  enthusiasm  for  internal  im- 
provements did  not  think  that  these  undertakings  could  mean 
a  burden  to  them  in  the  way  of  increased  tax  levies,  as  is  evi- 
denced by  the  debates  on  the  various  bills  proposed  for  their 
construction.  They  supposed  that  the  increase  in  value  of  prop- 
erty would  more  than  offset  the  cost  of  their  construction, 
and  it  was  not  until  the  later  forties  that  they  were  awakened 
from  their  delusion,  although  care  must  always  be  taken  in 
speaking  of  these  internal  improvements  as  failures,  for  the  in- 
direct wealth  and  social  well-being  which  they  brought  to  the 
country  was  very  great.  -But  the  people,  on  account  of  per- 
mitting their  enthusiasm  to  lead  them  to  construct  transporta- 
tion routes  beyond  the  industrial  demands,  and  through  their 
enthusiasm  being  taken  advantage  of  by  speculators,  found 
themselves  with  large  financial  burdens  resting  upon  them  at 
the  close  of  the  second  quarter  of  the  century,  which  must  be 
met  by  increased  taxation  or  repudiated.  Some  of  the  States 
petitioned  Congress  to  assume  these  State  debts,  resting  their 
claim  on  the  ground  that  the  public  lands  had  been  transferred 
to  the  national  government  for  the  specific  aid  of  the  States, 
and  now  was  the  time  to  extend  this  aid.  Congress,  however, 
refused,  and  there  was  nothing  left  for  the  States  to  do  but  to 
pay  for  these  past  expenditures. 

As  tax  rates  began  to  increase,  many  of  the  States  either 
amended  their  constitutions  or  adopted  new  ones  with  provi- 
nons  which  would  prevent  a  like  occurrence.    These  amendments 
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and  new  provisions  limited  the  borrowing  power  of  the  legisla- 
tures and  prohibited  the  loaning  of  the  credit  of  the  State  or  the 
local  governments  to  or  in  the  aid  of  joint  stock  companies. 
After  1850  the  expenditures  of  the  States  were  kept  down,  since 
they  were  paying  for  past  ones.  The  policy  of  limited  expendi- 
ture and  debt  payment  continued  until  the  Civil  War,  when  an- 
other period  of  large  expenditures  began,  so  that  by  1870  the 
State  debts  amounted  to  $352,866,698,  the  largest  sum  at  the 
close  of  any  decade  in  the  history  of  the  States. 

The  quarter  century  closing  with  1875  may  be  described  as 
one  in  which  there  was  a  decided  tendency  to  limit  expendi- 
tures, largely  due  to  the  large  outlays  of  the  preceding  quarter 
century,  which  were  largely  met  out  of  the  revenues  of  the 
later  period.  This  policy  of  limited  State  expenditures  was  in 
a  large  way  continued  for  the  next  decade  after  1875,  although 
during  these  years  there  was  somewhat  of  an  increase  for  such 
developmental  functions  as  education,  especially  in  the  Middle 
West,  through  the  establishment  of  State  universities,  and  the 
generally  more  liberal  aid  to  education,  for  the  establishment 
of  institutions  for  the  care  of  the  defective  and  delinquent 
classes,  for  the  establishment  of  commissions  or  departments 
for  investigation  or  administration  such,  for  example,  as  State 
health  boards,  railroad  and  labor  commissions.  The  fol- 
lowing table  shows  that  the  State  expenditures  had  kept  largely 
in  bounds  of  State  receipts  during  the  period  from  1850  to  1880, 
with  the  exception  of  the  Southern  States,  which,  owing  to  the 
large  expenditures  during  the  years  of  bad  government  follow- 
ing the  Civil  War,  had  large  indebtedness  resting  upon  them  : 


Division 

Debt  in  1880 

Eastern  States        .... 
Middle  States          .... 
Southern  States     .... 
Western  States       .... 
Pacific  States         .... 

$35,207,482 
37,575,110 

128,803,285 

37,671,256 

179,178 

Since  1885  there  has  been  a  tendency  for  State  expenditures 
to  increase,  owing  to  the  States  taking  up  new  lines  of  activity 
and  extending  some  of  the  old  functions. 
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It  has  been  held  that  State  expenditures  will  tend  to  de- 
crease, as  compared  with  local  and  national  expenditures,  and 
while  this  is  probably  true,  as  a  very  general  proposition,  yet 
during  the  past  two  decades,  particularly  the  last,  we  have  seen 
the  States  assuming  new  functions,  notwithstanding  the  oft- 
proclaimed  infringement  of  the  State  sphere  of  action  by  the 
national  government.  Among  these  new  Unes  of  activity 
which  will  call  for  increased  expenditures  may  be  mentioned 
the  following: 

(a)  The  centralization  of  State  administration,  such,  for  ex- 
ample, as  the  extensive  powers  of  State  boards  of  health.  In 
some  States  no  waterworks,  garbage  disposal,  or  sewage  dis- 
posal plant  may  be  constructed  by  a  local  government  without 
this  board's  approval. 

(b)  The  establishment  of  public  utility  commissions  or  the 
extension  of  the  powers  of  railway  commissions. 

(c)  The  increase  in  the  State  aid  to  education,  not  only  in 
favor  of  the  State  educational  institutions,  but  also  for  the 
common  schools.  Ohio,  for  example,  has  passed  a  recent  law, 
which  fixes  a  minimum  salary  for  public  school-teachers  and 
provides  that  where  the  local  tax  raised  under  the  maximum 
rate  is  not  sufficient  to  pay  this  minimum  salary,  appropria- 
tions shall  be  made  out  of  the  State  treasury. 

(d)  Further  aid  in  internal  improvements,  such,  for  example, 
as  the  rebuilding  of  canals  and  aid  in  constructing  highways, 
which  aid  under  a  late  Ohio  law  amounts  to  50  per  cent  of  the 
cost  of  the  road. 

(«)  Expenditures  for  other  institutions,  such  as  penal,  re- 
formatory, and  charitable,  which  in  many  States  total  large 
sums  yearly. 

Thus  it  seems  that,  owing  to  the  increasing  solidarity  of  State 
interests,  the  State  will  assume  in  the  future  many  new  lines 
of  activity,  which  will  call  for  increased  expenditures ;  and  to 
meet  these  the  States  will  have  to  abandon  such  a  great  reliance 
on  the  present  outgrown  general  property  tax. 
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TAX  RAISED  BY  THE  STATES  AND  LOCAL  GOVERNMENTS 


1902 

Per 
Capita 

1890 

Per 

Capita 

1880 

Pbr 

Capita 

States  and    Ter- 

ritories 

$234,908,873 

J2.99 

$211,210,487 

$3.37 

$274,745,772 

$5.48 

Counties,  Town- 

ships,       Cities, 
Villages,  School 

Districts 

1,630,069,610 

20.74 

1,025,989,603 

14.79 

848,532,875 

16.91 

Cities,     Villages, 

Townships, 

School  Districts 

1,433,505,091 

18.24 

780,941,558 

12.47 

724,427,848 

14.44 

States  and  Ter- 
ritories 

Counties,  Town- 
ships, Cities, 
Villages,  School 
Districts 

Cities,     Villages, 
Townships, 
School  Districts 


1870 


$352,866,698 

675,810,060 
328,244,520 


Per 
Capita 


$9.15 

13.38 
8.61 


1860 


Per 
Capita 


1850 


Per 

Capita 


City  Expenditures 

In  the  first  half  of  the  nineteenth  century,  when  cities  were 
of  small  population  and  of  limited  activities,  their  expenditures 
were  not  great,  since  their  needs  were  not  greatly  different 
from  those  of  the  other  inhabitants  of  the  State,  which  were 
met  out  of  the  general  State  fund.  However,  when  cities  began 
to  grow  in  population,  they  began  to  need  and  want  much  of 
a  distinctive  local  character,  which  they  were  willing  to  pay 
for,  and  consequently  the  State  legislatures  began  first  by 
special  laws  to  authorize  the  city  to  undertake  various  activi- 
ties and  later  by  classifying  these  local  governments  to  em- 
power them  by  general  laws  to  do  certain  things,  assuming, 
and  rightly  so,  that  aggregations  of  certain  populations  would 
have  similar  needs  and  expenses,  proportionate  to  their  size. 
This  assumption  has  not,  it  is  true,  in  later  times  worked  as 
satisfactorily  as  its  originators  might  have  supposed,  for  imi- 
tation is  so  strong  a  factor  in  human  conduct,  that  small  cities 
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have  frequently  copied  after  the  larger  in  constructing  public 
works  for  which  there  has  been  no  real  need.  There  is,  how- 
ever, even  greater  difficulty  in  tracing  the  growth  of  city 
expenditures  than  those  of  the  States,  because,  first,  there  is 
scarcely  a  city,  in  the  United  States  at  least,  which  has  at 
present  an  adequate  system  of  keeping  financial  accounts,  to 
say  nothing  of  what  has  been  true  in  the  past;  and  second,  even 
assuming  that  there  was  and  had  been  such  a  system,  there 
would  yet  be  such  a  variety  in  the  methods  of  keeping  accounts 
in  the  cities  of  the  different  States  that  it  would  be  practically 
impossible  to  secure  accurate  data  for  comparison.  Investi- 
gators who  have  sought  to  make  such  comparisons  have  found 
that  the  comparisons  are  generally  misleading.  However,  the 
general  statement  can  be  made,  that  the  expenditures  for  most 
of  the  first  half  of  the  nineteenth  century  were  for  administra- 
tion and  the  protective  functions. 

In  1850  more  than  one  half  of  our  wealth  was  rural,  but  by 
1890  at  least  two  thirds  was  urban.  At  the  beginning  of  the 
nineteenth  century,  the  United  States  had  only  six  cities  of 
eight  thousand  population  or  more ;  while  the  urban  population 
in  1840  was  only  8.5  per  cent;  in  1850,  12.5  per  cent;  in  1860, 
16.1  per  cent;  in  1870,  20.9  per  cent;  in  1880,22.6  per  cent;  in 
1890,  29.2  per  cent;  and  in  1900,  33.1  per  cent. 

Montreal  in  1800  had  only  7000  inhabitants;  in  1850,  60,000; 
but  in  1907,  400,000.  Toronto  had  in  1834,  9000  inhabitants; 
in  1850,  25,000;  but  in  1907,  250,000.  This  growth  of  urban 
population  is  not  confined  to  North  America,  but  is  a  world- 
wide phenomenon,  so  that  the  modern  city  may  well  be  called 
"the  most  characteristic  product  and  the  best  exponent  of 
modern  civilization."  The  causes  of  the  growth  of  urban  cen- 
ters seems  to  be  permanent,  for  as  better  transportation  facili- 
ties are  secured,  as  machinery  is  further  introduced,  it  will  tend 
to  produce  further  aggregations  of  population,  all  of  which  will 
have  an  important  bearing  on  city  expenditures. 

In  1840,  21.79  per  cent  of  our  population  was  engaged  in 
agriculture,  while  in  1900  only  13.64  per  cent  was  so  engaged. 
In  1850,  4.12  per  cent  of  our  population  was  engaged  in  manu- 
facture and  the  mechanical  arts,  while  in  1900  Huh  had  risen 
to  9.28  per  cent,  which  would  seem  to  indicate  a  shifting  of  the 
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population  to  the  cities.  Both  for  industrial  and  social  reasons 
we  may  expect  this  tendency  to  increase,  for  more  and  more 
will  machinery  do  the  work  of  the  farm  in  the  production  of 
the  food  supply,  the  consumption  of  which  has  Umits,  while 
its  further  appHcation  to  the  mechanical  arts  is  limited  only 
by  the  abiUty  of  the  consumer  to  purchase;  that  is  to  say,  ac- 
cording to  the  well-known  Engel  Law,  the  percentage  of  outlay 
for  subsistence  grows  smaller,  as  income  grows  larger,  while 
the  percentage  for  sundries  grows  larger.  Then  again  there 
are  powerful  social  reasons  to  draw  and  hold  the  population  in 
the  cities,  for  so  long  as  human  nature  is  as  it  is,  so  long  will 
the  landless  man  prefer  the  society  of  other  landless  men  to  the 
occupancy  of  manless  land.  The  isolation  of  the  country  is  a 
permanent  characteristic,  which  can  be  modified  but  not  re- 
moved. This  aggregation  of  population  within  limited  areas 
has  meant  a  continually  nicer  adjustment  of  individual  to  indi- 
vidual; for  so  complicated  and  numerous  are  the  relations  of  a 
city  dweller  to  his  fellow,  that  those  who  will,  do,  and  those  who 
will  not,  must  be  made  to,  recognize  the  limits  of  personal  action, 
in  order  that  all  may  enjoy  the  larger  privileges  which  come 
from  collective  activities  and  expenditures.  All  this  has  meant 
and  will  mean  in  the  future  the  taking  over  by  the  city  of  many 
activities  which  could  formerly  be  left  to  the  individual. 

Sanitation  and  inspection  is  but  one  of  these  new  activities, 
which  has  had  a  remarkable  development  during  the  last  decade 
and  will  doubtless  have  a  much  greater  one  in  the  future;  for 
when  it  is  realized  what  a  vast  work  there  is  to  do  in  this  field, 
we  may  well  hope  that  the  sanitary  poUceman  will  soon  be  a 
more  important  oflftcial  than  the  peace  and  order  one  of  to-day. 
Without  further  statement  of  the  well-known  fact  that  local 
expenditures  have  grown  rapidly,  we  may  take  up  the  discussion 
of  several  questions  which  suggest  themselves. 

First,  What  relation  have  these  increased  expenditures  had  to 
population  increase,  value  of  property  and  local  debt? 

Second,  What  is  the  bearing  of  this  increase  of  expenditure 
upon  the  present  taxation  system  ? 

Third,  Is  the  growth  of  expenditures  likely  to  continue,  and 
if  so,  how  shall  it  be  met  ? 

In  the  study  made  by  Professor  Fairlie  of  Municipal  Adminis- 
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tration,  it  is  shown  that  during  the  past  forty  years,  the  urban 
population  of  England  and  Wales  has  grown  50  per  cent, 
while  the  local  taxes  and  expenditures  have  increased  300  per 
cent.  In  France,  from  1836  to  1899,  municipal  population  in- 
creased 16f  per  cent,  while  municipal  expenditures  increased  600 
per  cent.  In  Belgium  the  population  of  urban  centers  has  in- 
creased 25  per  cent  and  expenditures  100  per  cent  during  the 
period  from  1865  to  1892. 

We  have  no  records  for  the  earlier  years  of  city  expenditures 
in  the  United  States,  but  if  we  had,  the  later  periods  would 
doubtless  show  even  higher  percentages  of  increase,  for  the 
cities  were  few  and  of  little  importance  during  the  early  years 
of  our  history. 

For  the  period  1880  to  1903,  we  have  the  following  table  for 
cities  of  300,000  population  or  over: 


1880 

1890 

1900 

1903 

Population 

5,594,900 

7,837,572 

10,657,139 

11,449,463 

Expenditures 
Debt 

$117,799,932 

$137,740,827 

$284,462,949 

$340,959,029 

369,309,880 

337,478,875 

558,510,262 

704,960,635 

Total  Assessed 

Valuation  of 

Property 
Tax  Rate  per 

3,949,290,837 

5,902,082,223 

8,655,206,967 

11,369,636,787 

$100 

1.96 

1.74 

1.91 

1.57 

This  table  shows  that  the  total  municipal  payments  of  these 
cities  have  increased  189.4  per  cent  from  1880  to  1903.  Their 
per  capita  expenditures  were  but  $21.06  in  1880;  but  in  1903 
they  were  $29.78,  and  since  1890  expenditures  have  increased 
147.5  per  cent,  while  population  has  grown  but  at  a  rate  of  46.7 
per  cent.  The  formation  of  Greater  New  York  affected  the 
financial  statements  of  this  grade  of  cities  in  a  remarkable 
manner,  but  even  excluding  New  York,  the  remaining  thirteen 
cities  of  this  grade  show  during  the  period  considered  an  in- 
crease of  population  of  103  per  cent  and  an  increase  in  expendi- 
tures of  150  per  cent,  while  the  per  capita  expenditure  has 
increased  from  $19.29  in  1880  to  $23.79  in  1903.  Since  1890 
their  population  has  increased  41  per  cent  and  their  expenditures 
100  per  cent.     From  1880  to  1903  their  debt  has  increased  90.8 
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per  cent,  and  since  1890  the  rate  of  increase  in  debts  has  been 
109  per  cent. 

The  question  naturally  arises,  Will  property  values  in  the  future 
increase  so  that  these  increased  expenditures  will  not  be  a 
greater  burden  ?  The  assessed  valuation  of  city  property  tias 
increased  188  per  cent  during  the  period  1880  to  1903  or  almost 
ais  rapidly  as  expenditure,  but  since  1890  the  assessed  valuation 
has  increased  only  92.6  per  cent,  or  only  two  thirds  as  rapidly 
as  have  expenditures.  Excluding  New  York,  whose  assessed 
valuation  was  largely  increased  in  1903,  the  rate  of  increase  in 
property  valuation  for  the  remaining  cities  is  127  per  cent  for 
the  whole  period  and  only  55  per  cent  for  the  period  since 
1890. 

Although  this  rate  is  much  more  rapid  than  that  of  population, 
it  is  far  below  that  of  the  rate  of  increase  in  expenditures.  There 
is  such  a  variation  in  the  rate  of  assessment,  that  tax  rates  have 
little  value  for  comparison,  but  combined  with  the  other 
statistics  of  the  table,  they  may  serve  to  indicate  both  the  rela- 
tive decline  in  importance  and  limitations  of  the  use  of  the 
general  property  tax.  Since  1880  the  portion  of  receipts 
supplied  by  this  tax  has  fallen  from  66  per  cent  to  about  50 
per  cent.  The  increase  in  receipts  from  licenses  and  permits 
since  1890  has  been  127  per  cent.  Special  assessments  have 
increased  51  per  cent  since  1890,  while  industrial  and  commer- 
cial receipts  have  since  1880  increased  162  per  cent. 

Some  conclusions  from  the  above  may  be  deduced  as  follows : 

First,  expenditures  are  increasing  more  rapidly  than  popula- 
tion. 

Second,  since  1890  municipal  debts  have  been  increasing  more 
rapidly  than  population,  and  on  this  point  it  may  be  remarked 
that  while  theoretically  the  municipal  citizen  will  admit  that 
he  ought  to  pay  for  what  he  uses  and  enjoys,  yet  this  is  not 
always  done,  and  as  a  result  the  present  generation  is  paying  for 
the  necessities  and  conveniences  enjoyed  by  the  past  genera- 
tion and  leaving  the  coming  generation  to  pay  for  much  of  what 
it  is  now  enjoying.  That  this  is  true  is  due  to  two  facts: 
first,  it  is  much  of  a  relief  to  present  purses  to  place  the  burden 
on  the  future,  and  this  is  made  possible  by  the  financial  system  ; 
and  second,  it  is  often  impossible  to  calculate  the  lifetime  of  a 
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public  work.  The  plant  may  prove  too  small;  mistakes  in 
construction  and  use  of  material  may  easily  be  made. 

Third,  assessed  valuation  tends  to  increase  more  rapidly 
than  population,  but  less  rapidly  than  expenditures.  Hence  the 
general  property  tax  is  not  an  adequate  or  satisfactory  source 
of  revenue  for  growing  cities,  unless  the  rate  of  taxation  is  in- 
creased, and  the  statistics  given  show  that  the  rate  has  decreased. 
A  decreased  tax  rate,  whether  it  represents  an  apparent  or  a  real 
saving,  is  one  of  the  best  means  for  the  political  "  boss,"  who  is 
so  powerful  in  city  affairs,  to  secure  votes. 

Fourth,  there  must  be  an  increase  in  receipts  from  sources 
other  than  the  general  property  tax  in  order  to  meet  these 
increased  expenditures.  There  is  doubtless  a  great  waste  in 
city  expenditures,  but  it  is  questionable  whether  any  considerable 
portion  of  this  is  due  to  "graft,"  as  is  popularly  supposed. 
Doubtless  a  much  greater  portion  of  the  waste  comes  from  a 
failure  to  understand  the  economic  and  social  work  which  the  mod- 
ern city  is  called  upon  to  do  through  its  officials  and  employees. 
Cities  have  grown  so  rapidly  that  we  have  failed  to  devise 
methods  to  meet  the  problems  resulting  from  this  rapid  growth. 
In  the  United  States  the  average  citizen  has  given  little  attention 
to  city  government  arid  problems,  preferring  to  give  his  time  to 
his  private  business  and  permitting  the  public  business  to  be 
done  by  the  ignorant  and  dishonest,  with  the  result  that  he  knows 
but  imperfectly  what  is  secured  for  money  expended. 

It  is  possible  that  the  most  important  factor  in  bringing  about 
good  city  government,  which  means  intelligent  government, 
will  be  this  fact  of  growing  city  expenditures;  for  as  they  con- 
tinue to  increase,  the  burden  will  be  more  and  more  felt,  and 
the  citizen  will  demand  that  those  be  placed  in  charge  of  city 
government  and  city  work  who  have  ability  and  honesty  enough 
to  do  the  work  properly. 

These  problems  are  beyond  the  ken  of  the  average  citizen, 
for  they  require  so  much  detailed  and  technical  knowledge 
that  the  citizen  with  a  private  business  cannot  afford  to  under- 
take their  mastery,  so  that,  whether  we  wish  it  or  not,  De- 
mocracy, at  least  the  Democracy  of  the  popular  conception,  will 
have  but  a  limited  place  in  the  corning  city  government.  The 
sooner  the  citizen  realizes  that  ineilicicncy  is  too  expensive  to 
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be  permitted,  and  honesty  but  a  small  part  of  the  qualification 
of  a  good  city  official  or  employee,  the  better  it  will  be  for  his 
comfort  and  his  purse. 

Evidence  of  this  growing  conception  of  the  failure  in  the  ap- 
plication of  popular  democratic  ideas  to  city  government  is 
seen  in  the  highly  centralized  forms  of  city  governments,  which 
either  intrust  the  mayor  or  other  officials  with  extensive 
powers.  Finally,  it  must  be  remembered  that  while  the  ex- 
penses of  local  governments  will  doubtless  increase  as  a  sum 
total,  yet  a  part  of  this  increase  will  result  from  the  govern- 
ment bearing  some  of  the  expenses  which  the  citizen  now  bears, 
and  in  so  far  as  this  is  true,  it  need  not  mean  an  increased  burden, 
if  the  work  is  of  a  kind,  as  much  of  it  will  be,  which  is  subject 
to  the  law  of  decreasing  expense,  and  if  competent  and  honest 
officials  and  employees  are  selected  to  do  the  work;  that  is  to 
say,  a  larger  part  of  the  social  income  may  well  be  expended 
through  the  agents  of  the  social  organism,  for  the  betterment 
of  the  individual,  who  in  his  better  conceptions  of  Democracy 
wishes  only  the  means  of  holding  his  agent  responsible  and  not 
necessarily  an  opportunity  to  be  at  some  time  an  agent. 
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By  Oscar  Leber 
Judge  of  Appeal  Tax  Court,  Baltimore,  Md. 

The  subject  assigned  to  me  is  one  which  has  not  received  the 
attention  its  importance  warrants.  In  the  discussion  of  sys- 
tems and  principles  of  taxation,  the  consideration  of  adminis- 
trative methods  and  practices  has  played  often  only  an  inci- 
dental part.  It  is  through  sound  rules  of  pleading  and  practice 
that  laws  and  legal  principles  are  made  effective.  And  so  in 
the  domain  of  taxation  the  best  systems  and  the  most  en- 
Hghtened  policies  must  fall  short  of  the  full  accomplishment 
of  their  purposes  if  the  machinery  provided  for  their  administra- 
tion is  crude  or  inadequate  or  if  the  actual  administration  is  not 
conducted  in  such  a  way  as  to  bring  about  the  best  attainable 
results. 

In  the  last  few  years  the  interest  of  the  general  public  has 
been  aroused  as  never  before  over  questions  of  public  finance 
and  administration.  With  the  growing  wants  of  the  com- 
munities we  face  new  problems  of  how  to  make  ends  meet. 
Enlarged  expenditures  require  enlarged  revenues,  the  major 
part  of  which  must  continue  to  come  from  taxation.  However 
much  the  spread  of  indirect  taxation  may  overcome  some  of 
the  difficulties  in  the  financing  of  the  State  governments,  the 
local  needs  must  be  met,  and  for  the  best  of  reasons  should  be 
met,  in  large  part,  by  direct  taxation  upon  property.  If  the 
taxpayer  takes  a  keener  interest  in  the  formulation  and  ad- 
ministration of  tax  laws,  it  is  because  the  growing  public 
demands  make  it  of  increasing  personal  moment  to  him.  He 
is  receiving  light  and  education  from  many  sources.  Great 
conferences  like  the  one  at  Buffalo  in  1901,  the  one  at  Columbus 
in  1907  and  the  present  one  at  Toronto,  stimulate  his  interest, 
where  it  has  not  already  been  aroused  through  recurring  news- 
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paper  discussions,  the  reports  of  special  State  and  local  tax 
commissions  and  campaign  platforms. 

Curiosity  to  learn  something  about  the  occult  workings  of 
tax  laws,  and,  particularly,  the  methods  of  their  enforcement, 
has  reached  the  point  where  illustrated  lectures  on  tax  matters 
have  become  popular.  We  are  told  that  a  Greater  New  York 
Taxpayers'  Conference  has  been  organized  where  taxation 
facts  are  made  plain  by  charts  and  pictures.  In  one  of  the 
Tom  Johnson  campaigns  in  Cleveland  the  "deadly  parallel" 
between  unequal  assessments  of  city  lots  was  emphasized  from 
the  platform  by  means  of  the  stereopticon.  In  many  of  the 
cities  business  and  civic  organizations  as  well  as  local  improve- 
ment associations  make  it  their  especial  mission  to  scrutinize 
and  criticise  the  acts  of  assessment  officials. 

Administration  touches  the  people  more  closely  than  science 
and  theory.  They  know  enough  about  the  incidence  of  taxa- 
tion to  recognize  inequality  and  favoritism,  where  the  system 
is  not  purposely  devised  to  blind  them  to  these  faults.  Legis- 
latures may  pass  bad  laws,  but  as  they  go  out  of  existence  in  a 
few  weeks,  their  sins  are  forgotten,  at  least  for  a  time ;  while  those 
who  are  charged  with  the  duty  of  carrying  out  these  laws  con- 
tinue in  office  and  are  therefore  constantly  exposed  to  attack. 

More  so  than  any  other  official  the  taxing  officer  must  be 
prepared  to  face  criticism.  He  cannot  hope  to  please  every- 
body. In  fact,  if  he  did,  It  would  be  a  pretty  certain  sign  that 
something  was  wrong.  Even  unjust  criticism  is  not  without 
its  merits.  Oftentimes  it  provokes  investigation  and  explana- 
tion, the  first  adding  to  the  knowledge  of  the  investigator,  the 
second  adding  to  the  knowledge  of  the  critic,  and,  not  infre- 
quently, to  the  contentment  of  the  community. 

It  is  only  a  truism  to  say  that  the  most  important  factors 
in  good  administration  are  competent  administrators.  Good 
laws  amount  to  little  if  they  are  not  properly  enforced.  Even 
some  bad  laws  can  be  made  endurable,  or  can  be  so  applied 
as  to  produce  good  ones,  if  the  agents  of  the  public  are  keen 
and  competent.  Mere  laws  cannot  make  the  people  elect 
or  the  governors  and  mayors  appoint  the  most  suitable  men 
to  office;  but  they  can  at  least  encourage  good  selections  and 
minimize  the  evil  consequences  of  poor  ones. 
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The  local  administrative  machinery  has  to  do  with  two  main 
divisions,  the  assessment  of  property  and  the  collection  of  the 
tax.  I  leave  out  of  view  here  the  levy  or  actual  imposition  of 
the  tax,  this  bemg  a  function  not  ordinarily  performed  by 
taxing  officials.  The  selection  of  local  tax  boards  or  assessors 
by  popular  vote  has  serious  drawbacks,  among  which  may  be 
mentioned  the  liability  to  political  pressure,  the  greater  danger 
of  interrupted  tenure,  and  the  general  evil  effects  of  associating 
offices  of  this  kind  in  the  public  mind  with  partisan  politics. 
In  the  very  nature  of  the  case  such  confidence  and  wide  discre- 
tionary power  must  be  reposed  in  officials  of  this  class ;  so  much 
depends  upon  securing  men  of  honesty,  courage  and  special 
fitness ;  and  so  vital  is  it  to  retain  men  of  experience  and  tried 
capacity,  that  too  much  is  jeoparded  by  subjecting  the  com- 
munity's interests  to  the  risks  and  uncertain  influences  which 
control  nominations  and  elections.  The  modern  trend  of 
opinion  is  toward  a  centralized  control  of  administrative 
offices,  and  no  good  reason  has  been  put  forward  why  the  tax 
department  should  be  an  exception.  Electing  assessors  and 
making  them  "responsible  to  the  people"  has  an  attractive 
sound,  but  in  large  cities  it  is  manifestly  impossible  to  elect  all 
public  servants,  and  in  all  cities,  large  or  small,  the  limitations 
of  the  ballot  are  recognized  as  to  some  classes  of  public  em- 
ployees. There  may  be  special  exigencies  in  some  parts  of 
the  country  where  the  election  of  taxing  officers  is  justifiable, 
perhaps  as  a  temporary  measure  of  relief  from  peculiarly  unsatis- 
factory appointments,  but  the  prevailing  practice,  certainly  in 
the  United  States,  is  that  of  appointment. 

In  many  counties  the  local  governing  power  is  vested  in  an 
elective  board  of  commissioners  who  sit  also  as  a  board  of 
review,  and  control  the  taxing  machinery.  In  these  cases  the 
people  must  perforce  submit  to  the  disadvantages  mentioned 
above,  though  a  system  like  that  adopted  in  Minnesota,  of  a 
permanent  State  Tax  Commission  (appointed  by  the  Governor) 
with  supervisory  jurisdiction  over  local  assessments,  would 
largely  counterbalance  these  deficiences.  The  Massachusetts 
Tax  Commission  of  1907  proposed  to  invest  the  State  Tax 
Commissioner  with  similar  revisionary  powers  over  local 
assessments,  a  plan  which  is  especially  to  be  commended  in 
2x 
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States  where  a  direct  State  tax  is  levied  on  the  local  assessment 
basis. 

There  is  a  popular  fallacy  that  the  heads  of  local  tax  boards 
should  be  experts  in  the  valuation  of  real  estate.  This  is  by 
no  means  necessary,  though  a  general  knowledge  of  real  estate 
values  and  conditions  by  one  or  more  members  of  such  board 
is,  of  course,  not  a  disadvantage.  The  fact  is  commonly  over- 
looked that  real  estate  taxation  is  only  one  of  the  functions  of 
the  average  board.  In  nearly  all  the  States  the  assessment  of 
personal  property  plays  an  important  part.  Manifestly  no 
man  can  be  expert  in  valuing  every  form  of  personalty;  nor 
for  that  matter  can  men  be  found  who  have  personal  knowledge 
of  land  values  in  all  portions  of  the  territory  over  which  these 
boards  have  jurisdiction.  In  the  majority  of  cases  he  must 
reason  from  known  or  easily  ascertainable  factors  and  apply 
standards  for  measuring  value  which  are  equally  open  to  any 
man  of  intelligence.  Nor  must  it  be  forgotten  that  the  boards 
of  review  have  the  advantage,  in  contested  cases,  of  hearing 
both  sides  of  the  question,  from  the  assessor  on  the  one  hand 
and  from  the  property  owner  on  the  other. 

Real  estate  assessors  should  be  specially  equipped  to  deal 
with  the  matters  intrusted  to  them.  They  should  know  where 
to  look  for  relevant  facts,  from  the  court  records  and  elsewhere, 
and  be  trained  in  the  faculties  of  analysis  and  deduction. 

The  general  rule  in  cities  of  the  United  States  is  to  have  a  local 
taxing  board  of  three  members.  New  York  with  seven,  and 
Boston  with  nine  members  are  exceptions,  justified,  perhaps, 
by  the  great  volume  of  work.  In  a  few  cities  there  is  a  single 
head,  a  plan  which  was  advocated  for  my  own  city  in  1885, 
but  which,  on  reflection  and  in  the  light  of  experience,  would 
not,  in  my  opinion,  be  conducive  of  the  best  results.  The 
position  of  arbiter  in  the  matter  of  local  taxation  is  one  of 
peculiar  delicacy  as  well  as  diflliculty.  In  the  first  place,  the 
judgment  of  three  men,  or  at  least  of  a  majority  of  the  three, 
ia  generally  better  than  that  of  one;  at  all  events  it  hns  less 
the  appearance  of  arbitrariness,  and  appearances  and  impres- 
sions count  for  much  when  you  are  dealing  with  the  pocket 
nerves  of  your  fellow-citizens. 

But  the  greatest  advantage  in  a  multiple  board  is  in  its 
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impersonality.  A  single  commissioner  would  be  constantly- 
referred  to  by  his  name,  while  a  board  of  more  than  one  is 
addressed,  referred  to  and  criticised  by  the  official  title  of  the 
board.  This  matter  of  impersonal  reference  is  of  great  impor- 
tance in  differentiating  between  the  officials  and  the  office  they 
hold.  It  has  a  very  direct  and  practical  bearing  on  the  effi- 
ciency of  the  officers  and  on  their  willingness  to  stay  in  office. 
This  is  particularly  true  in  cities  where  it  is  the  unpleasant 
duty  of  the  taxing  board  to  enforce  a  bad  and  unpopular  law. 
In  Maryland  we  permit  the  classification  of  intangibles  and 
tax  them  at  a  low,  fixed  and  uniform  rate.  It  is  easy  to  ad- 
minister such  a  law,  and  no  sympathy  is  wasted  on  any  man 
against  whom  it  is  invoked;  but  in  most  of  the  States  such 
property  is  subject  to  the  full  property  tax,  and  a  really  rigid 
enforcement  of  the  tax,  by  a  single  officer,  without  exceptions 
of  any  kind,  would  doubtless  soon  drive  him  into  social,  if  not 
official,  exile. 

Another  reason  for  having  tax  boards  rather  than  single 
commissioners,  is  the  volume  of  work.  Much  of  this  can,  in 
practice,  be  attended  to  by  the  individual  members,  reserv- 
ing only  important  or  contested  questions  for  joint  con- 
sideration. 

In  these  days  of  multiplied  laws  and  decisions  it  is  desirable 
that  at  least  one  member  of  the  board  should  have  a  legal  train- 
ing. It  is  sometimes  claimed  that  this  is  not  necessary  because 
in  cases  of  doubt  the  regular  law  officer  of  the  city  can  be  con- 
sulted. Tax  laws  are,  however,  often  so  intricate  and  technical 
that  it  requires  a  trained  legal  mind  to  discover  that  a  point  of 
law  is  really  involved.  If  old,  but  illegal,  usages  are  to  be  set 
aside;  if  constitutional  defects  are  to  be  exposed;  when  new 
forms  are  to  be  devised;  when  wits  are  to  be  matched  against 
skilled  attorneys  making  subtle  arguments;  when  unwilling 
or  untruthful  witnesses  are  to  be  cross-examined;  when  any 
entry  in  the  books  or  piece  of  correspondence  may  become  the 
basis  of  a  lawsuit ;  when  new  legislation  is  to  be  advocated  and 
put  into  practicable  form,  —  in  all  of  these  cases  a  board  of 
review  is  at  a  disadvantage  if  it  be  not  well  grounded,  through 
at  least  one  of  its  members,  in  legal  knowledge  and  experience. 
In  New  York  City  and  in  Baltimore,  within  recent  years,  mem- 
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bers  of  the  local  assessment  boards  have  been  elevated  to  seats 
in  the  law  courts. 

It  ought  not  be  necessary  to  say  that  it  is  good  policy  to  pay 
fair  salaries  for  responsible  services  of  this  character.  It  is 
also  good  policy  to  reward  efficiency  by  continued  tenure.  The 
term  of  office  in  some  cities  is  as  long  as  six  years.  Generally 
it  is  not  less  than  three.  In  Baltimore  the  terms  are  rotating, 
that  of  only  one  member  expiring  each  year.  It  is  also  pro- 
vided that  one  member  shall  be  of  the  minority  party.  These 
two  conditions  have  resulted  in  giving  continuity  of  service  and 
in  minimizing  political  considerations.  The  fact  that  there  can 
never  at  any  one  time  be  a  complete  change  in  the  personnel 
of  the  heads  of  the  department,  has  made  it  possible  to  intro- 
duce and  apply  to  a  greater  degree  than  would  otherwise  have 
been  possible,  the  merit  principle  with  regard  to  the  assessors, 
all  of  whom  are  appointed  by  the  board. 

This  brings  me  to  a  consideration  of  the  assessing  force.  The 
assessors  should  be  appointed  by  the  local  taxing  board,  to 
whom  they  are  directly  responsible  for  results  and  under  whose 
supervision  they  must  work.  This  board  is  better  able  to  judge 
of  the  necessary  qualifications  for  particular  positions.  I  am 
aware  of  the  fact  that  a  difference  of  opinion  prevails  in  regard 
to  this  question.  In  some  States  there  is  an  agitation  for 
elective,  in  place  of  appointive,  assessors.  In  Louisiana  this 
change  was  actually  made  a  few  years  ago.  On  the  other 
hand,  dissatisfaction  equally  strong  has  been  expressed  in 
States  where  the  people  choose  these  officials.  One  of  the 
reforms  aimed  at  in  the  pending  amendment  to  the  California 
constitution  is  to  get  rid  of  the  compulsory  choice  of  these 
administrative  servants  by  popular  vote.  This  conflict  of 
view  seems  to  prove  that  the  assessor,  however  selected,  is  a 
very  fallible  being,  and  that  under  any  system  he  is  bound  to 
fall  short  of  perfection.  I  am  inclined  to  agree  with  Professor 
Boyle,  of  the  State  University  of  North  Dakota,  that  the  best 
safeguard  against  inefficiency  is  in  a  requirement  that  the 
official  conduct  of  the  assessor  shall  be  stnndurdized  by  some 
outside  contact  in  the  form  of  central  supervision.  Where, 
however,  there  is  no  direct  State  tax  based  on  the  local  assess- 
ment, or  where  such  tax  is  too  small  to  encourage  undcr-asscss- 
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merit,  the  need  for  central  supervision  by  a  State  officer  does 
not  exist,  and  the  standardizing  of  the  assessments  within  the 
same  taxing  district  can  be  accomplished  by  investing  the  local 
tax  board  with  authority  which  shall  be  commensurate  with 
the  responsibility  imposed.  As  between  appointed  and  elected 
assessors,  not  only  the  weight  of  authority  but  the  preponder- 
ance of  argument  and  reason  is  on  the  side  of  the  former. 
Wherever  the  appointment  system  has  failed  to  meet  expecta- 
tions, it  will  probably  be  found  either  that  the  power  of  appoint- 
ment was  not  lodged  in  those  to  whom  the  assessors  should  be 
directly  accountable,  or  that  the  situation  was  one  demanding 
the  standardizing  authority  of  some  central  body  or  officer. 
In  such  case  a  mere  change  to  the  method  of  electing  the  assess- 
ors would  not  remove  the  difficulty. 

The  power  to  appoint  implies  the  power  to  promote  and  to 
assign  to  such  duty  as  the  particular  assessor  may  be  best 
fitted  to  do.  While  it  is  desirable  to  assign  assessors  to  particu- 
lar districts  within  the  jurisdiction  of  the  board  to  whom  they 
are  responsible,  such  districts  should  not  be  fixed  in  the  law. 
It  should  be  left  to  the  discretion  of  the  board  to  change  the 
boundaries  of  these  more  or  less  arbitrary  areas,  and  to  assign 
the  assessors  from  time  to  time  as  circumstances  may  warrant. 
The  fact  that  an  assessor  resides  in  a  certain  part  of  the  city 
may,  at  times,  make  it  less,  rather  than  more,  desirable  to  assign 
him  to  such  territory.  In  the  case  of  the  compactly  improved 
business  sections  the  best  results  are  obtained  by  permanent 
assignment  thereto  of  especially  well-equipped  assessors,  for 
both  real  and  personal  property.  The  advantages  flowing  from 
experience,  personal  knowledge  and  the  high  degree  of  skill 
required  in  appraising  property  of  this  kind,  make  it  peculiarly 
desirable  to  retain  the  services  of  men  trained  for  this  particu- 
lar work.  In  the  less  important  sections  of  the  city  the  same 
reasons  do  not  control,  at  least  so  far  as  real  estate  is  concerned, 
and  a  periodical  shifting  of  the  men  into  different  sections 
tends  to  act  as  a  check  against  errors  and  an  incentive  to  the 
maintenance  of  a  uniform  standard  of  valuation.  With  regard 
to  personal  property,  familiarity  with  neighborhood  afifairs  and 
events  is  a  more  important  consideration.  It  is  therefore 
better  to  keep  the  assessor  in  a  given  territory,  thereby  at 
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the  same  time  impressing  upon  him  a  greater  sense  of  direct 
accountability  for  results. 

It  is  generally  agreed  that  personal  property  should  be 
reassessed  annually,  more  particularly  in  large  cities,  to  keep 
pace  with  changing  conditions.  As  to  real  estate,  annual 
reassessment  may  be  the  prevailing  rule,  theoretically,  though 
bona  fide  annual  reappraisements  would  appear  to  be  the  excep- 
tion. New  York  and  Boston  and  a  few  other  cities  completely 
revise  their  rolls  each  year;  Philadelphia  every  three  years. 
Baltimore  has  introduced  the  system  of  quinquennial  reassess- 
ments both  as  to  real  and  personal  property,  with  continuing 
assessments  and  reassessments  —  at  the  instance  of  either 
party  —  in  any  year,  as  circumstances  may  warrant.  Instead 
of  a  general  and  complete  assessment  at  five-year  periods,  the 
plan  is  to  reassess  one  fifth  of  the  city  every  year,  thus  insuring 
the  advantage  of  a  permanent  assessing  force,  constantly  em- 
ployed. In  connection  with  the  reorganization  of  the  force  of 
assessors,  it  is  the  intention  to  divide  the  city  into  eleven  dis- 
tricts for  the  assessment  of  personal  property,  assigning  one 
assessor  to  each  of  ten  and  two  assessors  to  the  eleventh  or 
business  section.  By  reviewing  one  fifth  of  each  district  every 
year,  which  it  is  estimated  can  readily  be  done,  the  entire  city 
will  have  been  reassessed  once  in  five  years.  As  a  cheaper 
substitute  for  a  complete  annual  reassessment,  this  plan  should 
work  fairly  well.  For  the  assessment  of  real  estate,  the  city 
will  be  divided  into  five  districts  which  will  be  taken  up  in  rota- 
tion, all  of  the  real  estate  assessors  being  engaged  for  the  time 
being  in  the  same  district,  doing  their  work  in  pairs.  The 
whole  work  is  to  be  performed  under  the  direction  of  the  chief 
assessor. 

In  some  cities,  such  as  Boston,  San  Francisco  and  Cleveland, 
it  is  the  custom  to  appoint  temporary  assessors  to  assist  in 
each  reassessment,  who  are  paid  a  per  diem.  Such  a  system 
is  subject  to  serious  disadvantages.  It  goes  without  saying  that 
temporary  employment  cannot  attract  as  good  a  class  of  assess- 
ors as  permanent  employment.  There  may  be  isolated  excep- 
tions, of  course.  Nor  is  there  any  assurance  that  experienced 
men  can  always  be  had  under  such  a  system.  Probably  it  will 
be  said  that  errors  are  checked  and  the  real  work  of  appraise- 
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ment  is  done,  finally,  by  the  regular  board  of  assessors,  but  it 
must  remain  true  in  this  work,  as  it  is  in  other  work  requiring 
knowledge  and  skill,  that  special  training  and  experience  count 
for  something. 

Assessors  should  receive  good  pay,  not  only  because  their 
work  is  of  a  character  deserving  it,  but  also  as  a  matter  of  good 
policy.  An  assessor  should  receive  compensation  which  enables 
him  to  move  in  the  station  in  life  in  which  men  suitable  for  these 
positions  are  usually  to  be  found.  His  opportunities  for  good 
are  great,  as  are  his  opportunities  for  harm.  It  is  only  recog- 
nizing the  frailty  of  human  nature  to  argue  that  he  should  not 
be  so  poorly  paid  as  to  make  him  a  victim  to  the  strong  tempta- 
tions which  surround  him.  It  is  also  excellent  policy  to  estab- 
lish grades  of  pay,  thus  permitting  of  discrimination  between 
men  of  unequal  merit  and  holding  out  an  inducement  to  those 
who  have  aspirations  for  advancement.  The  pay  of  assessors 
is  as  high  as  $3250  in  New  York,  while  sixty-six  assessors  in 
Philadelphia  receive  salaries  of  $3000.  New  York,  unlike 
Philadelphia,  has  the  system  of  graded  pay,  which  has  also 
lately  become  a  fixed  policy  in  Baltimore,  where  the  salaries 
are  scaled  between  $2200  and  $1200.  Other  cities  would  find 
it  of  advantage  to  consider  a  plan  like  this,  which  tends  so 
greatly  toward  increase  in  efficience,  only,  however,  where  the 
assessors  are  subject  to  appointment  and  promotion  by  the 
officer  or  body  which  stands  responsible  for  their  work. 

The  practice  in  regard  to  term  of  service  varies  in  different 
States  and  often  even  in  different  sections  of  the  same  State. 
Long  terms  or,  better  still,  service  during  good  behavior,  where 
proper  safeguards  exist  against  the  selection  of  unfit  men,  are 
productive  of  the  best  results.  No  argument  should  be  required 
to  support  such  a  self-evident  proposition.  The  few  States 
which  go  to  the  opposite  extreme  of  making  him  ineligible  to  a 
reelection,  either  woefully  misunderstand  the  difference  between 
executive  and  administrative  functions,  or  else  they  uncon- 
sciously condemn  the  elective  system,  which,  apparently  from 
their  own  experience,  unfits  a  man  from  serving  a  second  time 
in  immediate  succession  to  himself.* 

*  "  The  Deputy  Tax  Commissioners  doing  the  most  important  work  have 
served  the  city  for  ten  to  twenty-five  years.     The  best  system  is  impossible 
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There  may  be  instances  where  the  employment  of  high-class 
experts,  in  a  consulting  or  supervisory  capacity  or  for  some 
temporary  purpose,  is  justifiable  on  special  terms  as  to  hours 
of  service,  but  as  a  general  rule  an  assessor  should  be  required 
to  devote  his  entire  working  day  to  the  duties  of  his  position. 
It  is  to  assure  his  undivided  attention  and  to  divorce  him  as 
far  as  possible  from  outside  conflicting  interests,  that  a  liberal 
wage  is  so  essential. 

In  some  localities  assessors  of  personal  property  are  rewarded 
by  fees  or  commissions  upon  the  amount  of  property  assessed, 
instead  of  being  paid  a  regular  daily  or  weekly  stipend.  While 
this  method  may  bring  good  results  with  exceptionally  conscien- 
tious assessors,  it  is  liable  to  breed  various  abuses  which  inhere 
in  the  fee  system.  One  of  the  serious  drawbacks  is  that  it 
offers  an  inducement  for  bargains  with  property  owners,  par- 
ticularly where  such  owners  are  so  situated  that  they  can  with 
plausibility  set  up  an  improper  claim  to  a  legal  residence  in 
some  other  State  or  other  part  of  the  same  State.  The  salaried 
assessor,  having  no  immediate  personal  stake  in  the  outcome, 
will  be  less  likely  to  yield  to  the  blandishments  of  unscrupulous 
persons  under  such  circumstances. 

While  very  much  depends  upon  the  honesty  and  capacity  of 
the  assessor,  it  is  of  first  importance  that  the  laws  under  which 
he  operates  are  fair  and  practicable  and  have  the  support  of 
public  opinion.  In  States  where  the  general  property  tax  is 
still  applied  to  all  forms  of  personal  property,  the  lot  of  the 
assessor  is  an  extremely  hard  one.  Nothing  that  he  can  do 
will  meet  the  criticism  that  large  values  escape  from  the  tax 
rolls.  This  is  simply  the  inevitable  and  universally  conceded 
effect  of  a  bad  system.  The  assessor  is  made  the  scapegoat, 
when  the  blame  should  attach  to  those  who  have  it  in  their 
power  to  remedy  the  condition  but  do  not  do  so.     In  many 

without  certain  tenure,  and  time  la  necessary  to  ripen  the  experience  and 
knowledge  which  are  essential  to  the  t>est  use  of  any  system,  no  matter  how 
perfect.  To  do  first-claes  work  as  an  assessor,  a  man  must  utio  intelligently  a 
good  systeni  and  he  must  have  experience  and  a  woll-bnlaiioed  judgment. 
Beside*  theee  qualities  he  must  have  the  courage  of  hin  ronvlctionH  niul  thu 
determination  to  resist  nil  influenrns  inconsistent  with  his  duty."  —  I^awmon 
PvRDY,  President  of  the  Department  of  Taxes  and  Assessments  of  Now  Yorli, 
Record  and  Guide  of  Juno  20,  1007. 
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other  ways  crudities  or  harsh  provisions  in  the  tax  laws  hamper 
the  effective  assessment  of  property,  and  subject  the  assess- 
ment officials  to  criticism  which  should  be  leveled  at  the  law- 
makers. 

One  of  the  notable  developments  of  the  last  decade  has  been 
the  growing  realization  that  it  is  good  policy  to  assess  property 
at  its  full  value.  The  practice  is  gradually  extending,  and  re- 
ceived its  greatest  impetus  when  it  was  put  into  force  in  New 
York  City  in  1903.  The  motive  for  the  change  in  that  city 
was  not  founded  on  abstract  economic  grounds,  but  was  frankly 
avowed  as  one  of  fiscal  expediency.  A  radical  increase  in  the 
assessed  value  of  the  real  estate  was  the  only  way  by  which 
the  debt-borrowing  capacity  of  New  York  could  be  increased. 
Thus  in  a  single  year  the  real  estate  of  New  York  was  increased 
by  a  billion  and  a  half  dollars,  representing  about  50  per  cent 
of  the  assessment  for  the  previous  year.  As  the  tax  rate  was 
substantially  lowered  at  the  same  time,  the  absolute  increase 
in  total  taxes  was  not  abnormal.  A  year  or  two  later  the  city 
of  Philadelphia  followed  the  example  of  New  York  and  for 
precisely  the  same  reason  —  to  enable  it  to  increase  its  bonded 
debt.  About  one  fourth  of  a  billion  was  added  here  in  one 
year,  and  the  tax  rate  was  lowered  from  1.85 — at  which  figure 
it  had  remained  stable  for  nearly  twenty  years  —  to  1.50,  at 
which  figure  it  has  since  then  been  fixed  from  year  to  year. 
More  recently,  under  the  administrations  of  the  permanent 
State  Tax  Commission  authorized  by  the  Act  of  1907,  the  as- 
sessed property  values  of  the  State  of  Kansas  have  swelled  from 
about  four  hundred  millions  to  over  twenty  hundred  millions. 

Three  distinct  causes  appear  to  be  operating  in  favor  of  full 
valuation. 

First,  the  total  abolition,  or  the  decline  in  the  amount,  and, 
therefore,  in  the  significance,  of  the  State  tax.  Many  taxing 
districts  are  thus  left  free  to  adopt  this  enlightened  policy  with- 
out suffering  from  the  under-assessments  in  the  other  taxing 
districts.  Having  the  virtual  privilege  of  local  option,  they 
exercise  it  by  obeying  the  law. 

Secondly,  the  need  of  cities  to  enlarge  their  bonded  debt  so  as 
to  provide  money  for  public  improvements.  Illustrations  under 
this  head  have  already  been  given. 
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Thirdly,  the  desire  of  cities  and  of  States  to  raise  more  revenue 
for  current  expenses,  without  increasing  the  tax  rate. 

Full  valuation  does  not  imply  extreme  valuation.  It  does 
not  mean  that  property  shall  be  valued  at  the  price  which  a 
condemnation  jury  would  fix.  The  valuation  of  property  is 
not  a  fixed  science  and  can  never  become  one  so  long  as  per- 
verse human  beings  will  insist  on  having  varying  opinions  and 
paying  different  prices  for  the  same  or  exactly  similar  pieces 
of  property.  Though  abstractly  "full  value"  (or  "actual 
worth")  means  the  same  whether  the  phrase  be  found  in  con- 
demnation laws  or  in  tax  statutes,  the  universal  experience  is 
that  in  practice  the  standards  do  not  agree.  The  former  favors 
the  highest  extreme,  while  the  latter  has  a  tendency  to  seek  the 
level  of  the  lower  or  more  conservative  sales. 

All  property  tax  systems  are  founded  upon  relative  equality 
as  among  members  or  subjects  of  the  same  class.  No  one  dis- 
putes the  justice  of  uniform  and  proportional  treatment.  It 
is,  of  course,  not  absolutely  necessary  to  apply  the  full  or 
100  per  cent  standard  of  valuation.  Equality  can  be  attained 
by  adopting  any  other  ratio.  Where  such  ratio  is  written  into 
the  law,  as  it  is  in  Illinois  (20  per  cent)  and  Iowa  (25  per  cent), 
and  is  faithfully  and  consistently  adhered  to,  perfect  justice  is 
done;  but  at  the  same  time  it  must  be  admitted  that  as  be- 
tween a  legal  standard  of  actual  or  full  value  and  a  legal  standard 
fixed  at  an  arbitrary  fraction  of  such  value,  the  preference  lies 
with  the  former  because  it  avoids  calculations  and  reduces  the 
problem  in  each  case  to  the  simple  question  whether  the  prop- 
erty is  worth  the  assessed  value.  The  tendency  to  depart  from 
the  standard  prescribed  by  law  is  just  as  great,  if  not  greater 
(because  not  so  readily  detected),  in  cities  where  such  standard 
is  a  fractional  part  of  the  value,  as  it  is  in  cities  where  the  stand- 
ard is  100  per  cent  of  value. 

The  practice  of  assessing  below  the  standard  originally  grew, 
no  doubt,  out  of  a  desire  to  avoid  trouble  and  argument  be- 
tween assessor  and  property  owner.  Later,  when  the  direct 
State  tax  levy  came  into  vogue,  under-assessment  was  resorted 
to  in  order  to  escape  an  equal  burden  of  the  State  tax.  The 
practice  is  sometimes  defended  on  the  plea  that  the  actual 
value  is  not  exactly  ascertainable;  therefore  the  assessment  is 
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marked  down  to,  let  us  say,  two  thirds.  How  absurd  to  sup- 
pose that  the  assessor  can  correctly  estimate  two  thirds  but  not 
three  thirds !  The  fact  is  that  he  must  always  first  go  through 
the  mental  process  of  estimating  the  full  value,  if  he  desires 
in  good  faith  to  arrive  at  a  fixed  proportional  value.  The  lam- 
entable truth  is  that  the  customary  under-assessment  is  used 
simply  as  a  cloak  for  inefficiency  and  favoritism.  When  the 
legal  standard  is  habitually  disregarded,  the  substituted  stand- 
ard can  be  anything  that  the  assessors  or  assessing  bodies  choose 
to  make  it.  The  fiction  will  be  studiously  encouraged  that  a 
ratio  of  two  thirds  or  three  fourths  is  the  rule,  but  it  becomes 
increasingly  difficult  to  check  up  inequalities,  and  still  more 
difficult  to  secure  relief  when  the  fact  is  established.  The 
assessor  can  point  to  the  law  requiring  full  valuation  and 
challenge  the  objector  to  prove  that  the  law  has  been  violated 
in  his  case.  All  property  owners  may  be  under-assessed,  though 
in  greatly  varying  degree;  yet  each  is  lulled  into  silence  by  the 
belief  that  he  has  secured  an  advantage  over  his  fellows. 

Full  valuation  furnishes  a  ready  means  for  exposing  the  weak 
spots,  something  which  the  conscientious  assessor  welcomes 
as  much  as  the  general  taxpayer.  It  simplifies  and  encourages 
close  scrutiny.  It  encourages  careful  work  and  raises  the 
appraisement  of  property  for  taxation  to  the  dignity  of  a  science. 
Assessors  are  required  to  be  expert  in  judging  values  rather 
than  in  guessing  at  them.  The  assessment  function  is  raised 
to  greater  dignity  as  the  importance  of  a  businesslike  adminis- 
tration is  brought  home  directly  to  the  taxpayers. 

Enforcement  of  the  law  in  this  respect  makes  it  easier  to 
enforce  the  law  in  other  respects.  For  one  thing,  the  full 
valuation  of  real  estate  will  stimulate  inquiry  into  the  reasons 
why  personal  property,  particularly  of  the  intangible  kind, 
cannot  be  similarly  valued  under  the  general  property  tax 
system.  The  effect  will  be  to  more  pointedly  expose  the  utter 
futility  of  the  attempt  to  impose  the  same  rate  of  tax  on  in- 
tangibles as  is  charged  against  real  estate. 

The  experience  in  Maryland  may  serve  to  illustrate  this  point. 
So  long  as  securities  were  subjected  to  the  full  local  rate  (about 
2  per  cent  in  Baltimore,  the  only  large  city),  it  was  the  custom 
to  make  arbitrary  arrangements  with  the  larger  security  holders 
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as  to  the  basis  upon  which  they  were  to  pay.  Any  attempt 
to  make  a  full  valuation  would  have  led  either  to  wholesale 
migi-ation  or  to  reinvestment  in  non-taxable  property  or  to 
outright  perjury.  In  the  nature  of  the  case  it  was  impossible 
even  to  apply  a  fixed  ratio  of  undervaluation.  Practically  the 
only  securities  reached  were  those  of  estates,  or  trustees  or  of 
parties  with  whom  a  satisfactory  arrangement  as  to  valuation 
had  been  made.  Under  this  demoralizing  state  of  affairs  it  was, 
of  course,  impossible  to  preserve  equity  as  between  taxpayers 
of  the  different  classes.  This  evasion  and  perversion  of  the 
law  infected  the  entire  structure,  and  it  was  only  natural  that 
real  estate  assessment  should  suffer  from  it.  When,  in  1896, 
securities  were  put  into  a  separate  class  and  made  liable  to 
market  valuation  at  a  fixed  and  uniform  tax  rate  of  three  mills 
(in  addition  to  the  regular  State  tax  of  about  one  and  one  half 
mills)  an  immediate  improvement  was  noted.  The  security 
basis  in  Baltimore  was  raised  tenfold,  and  the  city's  revenue 
from  this  one  source,  in  spite  of  the  greatly  reduced  rate,  was 
increased  by  one  half.  The  average  yearly  increase  in  this  basis 
since  that  time  has  been  double  the  total  amount  of  securities 
on  the  tax  books  in  the  last  year  of  the  old  law.  The  reason- 
ableness of  the  rate,  which  brought  millions  of  bonds  and  stocks 
out  of  hiding  or  into  being,  also  took  away  all  inducement  to 
under-assess  or  compound- with  security  holders.  Full  valuation 
became  the  rule  and  has  been  gracefully  submitted  to.  It 
became  not  only  easier  but  more  necessary  to  apply  the  same 
standard  to  real  estate.  The  impetus  which  has  thus  been 
given  to  a  fair  and  equable  system  of  assessing  real  estate  is 
not  the  least  interesting  phenomenon  of  the  introduction  of  a 
rational  system  of  classifying  personalty. 

Full  valuation  of  realty  is  responsible  for  another  reform  — 
the  separate  valuation  of  land  and  improvement.  Without 
such  separation,  comparison  is  extremely  difficult,  especially 
where  the  improvements  are  of  dissimilar  character.  The  lump- 
ing of  lot  and  building  is  the  refuge  of  incompetent  assessors 
and  the  cover  for  honest  mistakes  which  would  at  once  become 
apparent  if  the  assessment  were  resolved  into  its  natural  ele- 
ments. In  New  York  City  the  plan  has  reached  its  highest 
development.     No  specific  valuation  of  the  improvement  is 
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made,  but  the  rolls  carry  two  columns,  one  showing  the  value 
of  the  land  unimproved,  the  other  the  value  of  the  land  plus 
improvement.  By  this  method  the  assessor  is  less  liable  to 
overvalue  the  building,  because  he  unconsciously  takes  into 
account  the  appropriateness  and  suitability  of  the  site  to  the 
particular  style  or  class  of  structure.  In  many  cases  buildings 
are  "misfits"  and  do  not  add  their  replacement  value  to  the 
value  of  the  land. 

The  New  York  system  has  been  adopted  in  Yonkers,  N.Y., 
and  in  1907  was  approved  by  the  people  of  Wilmington,  Del., 
who,  by  an  overwhelming  majority  memorialized  the  legislature 
to  put  it  in  force.  Separate  assessment  of  land  and  improve- 
ments has  been  compulsory  in  Maryland  since  1896  and  pre- 
vails also,  I  believe,  in  Indiana,  Wisconsin,  Montana  and 
North  Dakota. 

Another  aid  to  the  fair  assessment  of  real  estate  would  be  the 
requirement  that  the  true  consideration  should  be  set  forth  in 
deeds.  The  assessment  of  property  is  a  public  function.  It  is 
essential  that  so  far  as  the  State  can  do  so,  every  assistance 
should  be  afforded  the  taxing  officers  to  enable  them  to  do  their 
duty  properly.  For  this  reason  they  are  given  certain  powers, 
such  as  the  right  to  examine  the  property  owner.  In  many 
States  they  may  summon  other  witnesses.  Inquisitorial  power 
is  necessary.  Why,  then,  should  not  the  State  furnish  one  of 
the  best  guides  to  proper  action  —  the  selling  price  of  the 
property?  When  a  war  tax  was  put  on  real  estate  transfers 
by  the  federal  government,  the  true  consideration  became  a 
matter  of  public  record.  It  is  not  recorded  that  the  real  estate 
business  suffered  by  this  publicity  or  that  property  owners 
were  injured  thereby.  Opposition  to  such  a  measure  as  was 
advocated  by  Mr.  Purdy  before  the  New  York  legislature  this 
year  is  shortsighted,  to  say  the  least.  The  compulsory  disclo- 
sure of  selling  prices  would  not  only  benefit  prospective  pur- 
chasers of  particular  pieces  of  real  estate,  but  it  would  benefit 
everybody  who  is  interested  in  fairness  and  equality  in  the 
assessment  of  land.  The  fear  that  assessors  would  fail  to  make 
allowances  for  extraordinary  conditions  is  also  not  well  founded. 
This  they  can  be  trusted  to  do  where  the  price  is  required  to  be 
set  forth  in  the  deed  as  well  as  they  habitually  do  in  the  not 
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exceptional  case  where  the  price  is  voluntarily  so  set  forth,  or 
where  the  sale  is  by  a  trustee  or  public  corporation. 

Every  tax  administrator  knows  that  even  full  value  assess- 
ments are  not  based  on  unusually  high  sales  nor  on  fancy  asking 
prices.  Nearly  twenty  years  ago  the  suggestion  was  seriously 
made  by  a  gentleman  in  Maryland,  now  of  national  prominence, 
that  every  real  estate  owner  should  be  compelled  to  put  upon 
his  property  a  price  at  which  he  must  offer  it  for  sale,  and  that 
this  price  should  constitute  the  assessable  value,  unless  a  pur- 
chaser should  fix  higher  value  by  buying  it,  in  competition,  at 
a  greater  price  than  that  set  upon  it.^    It  was  claimed  for  this 

*  The  full  text  of  Mr.  Charles  J.  Bonaparte's  "radical  remedy"  is  taken  from 
a  report  of  "Addresses  delivered  before  the  Landlords'  Mutual  Protective  Asso- 
ciation of  Baltimore  City,"  in  1889.     He  said: 

"I  would  permit  every  owner  of  real  property  to  assess  each  piece  annually 
himself,  but  oblige  him  to  sell  it  at  the  price  he  fixed  to  any  one  willing  to  buy 
within  a  reasonable  time,  with  a  right  of  preemption  to  the  city.  On  December  1 
of  each  year  the  Appeal  Tax  Court  should  mail  to  the  owner  for  the  purposes  of 
taxation  (meaning  by  this  the  person  liable  for  the  taxes  in  an  action  of  debt) 
of  every  lot  of  ground  improved  or  unimproved  in  the  city  a  notice  that  he 
must  return  its  assessment  to  them  within  thirty  days;  similar  notices  should 
be  simultaneously  given  by  advertisement  and  left  on  the  premises  by  the 
police.  Whenever  the  assessment  had  not  been  returned  by  the  date  named, 
a  large  placard  announcing  the  fact  and  that  the  property  would  be  regarded 
as  abandoned  to  the  State  unless  the  return  were  made  and  costs  of  second 
notice  paid  by  February  1,  shoyld  be  posted  on  the  premises,  and  the  same 
notification  given  to  the  owner  by  postal  card  and  also  advertised.  When  the 
Msessment  has  been  returned,  fifteen  days  should  be  given  to  any  one  interested 
in  the  property  to  make  it  higher,  if  he  wishes,  fifteen  days  to  the  Appeal  Tax 
Court  to  take  the  property  at  the  price  fixed  for  the  city,  and  thirty  days  to 
any  one,  desirous  of  so  doing,  to  acquire  a  clear  title  in  fee  simple  to  the  lot  and 
improvements,  by  paying  into  the  city  treasury  the  amount  of  the  assessment 
to  be  distributed  to  all  those  legally  or  equitably  interested.  All  property 
taken  for  the  city  or  abandoned  by  failure  to  assess  should  be  sold  at  auction 
not  later  than  April  1,  next  ensuing.  If  there  are  several  persons  interested 
in  the  same  lot,  each  shall  have  the  right  to  suggest  an  assessment,  and  the 
highest  suggested  shall  be  accepted,  but  the  person  fixing  it  must  buy  out  the 
othcm,  if  required,  on  his  own  basis  of  value.  Thus,  if  there  are  three  joint 
owners  of  a  lot,  which  two  value  at  $10,000,  and  the  third  at  fl.'S.OOO,  it  shall  be 
aaeeMed  at  $15,000,  but  the  one  putting  it  at  that  figure  shall  pay  either  of  the 
otheni  $5000  for  his  one  thini,  if  rt«<|uiro<l.  Or  if  a  lot  which  the  owner  values 
at $10,000  is  mibject  to  a  ground  rent  of  $300  per  annum  or  a  mortgage  of  $.'>()00, 
tb*  mortgagor  or  reversioner  may,  if  he  chooses,  have  it  a.sHCNMod  at  $12,000,  but 
b«  ffiuat  then,  if  the  owner  eo  elect,  buy  the  equity  of  nKlemption  or  leasehold 
Intaraat  for  $7000.  If  a  party  in  interest  is  an  Infant  or  ftme  cottrrt  or  nthor- 
wIm  under  diaablllty,  one  of  the  equity  oourt«  of  the  olty  should  be  avithorir.ed 
to  appoint,  in  a  munmary  manner,  a  truatee  or  guardian  to  act  for  such  jxtmoii 
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novel  system  that  it  would  do  away  with  the  necessity  of  as- 
sessors and  boards  of  review  and  much  of  the  expense  of  the 
old-fashioned  plan.  This  old-fashioned  plan  is  to  assess  prop- 
erty at  what  it  is  worth  in  a  fair  market,  to  a  willing  purchaser 
buying  from  a  willing  seller.  It  is  contrary  to  the  ordinary 
conception  of  justice  to  force  any  man  to  dispose  of  his  property 
—  whatever  the  price  —  unless  it  be  needed  for  public  use. 
But  this  is  not  the  only  objection  to  the  novel  plan.  It  would 
substitute  the  varying  opinions  of  property  owners  —  even 
assuming  that  their  asking  price  would  be  based  wholly  on 
mere  opinion  of  value,  and  not  be  influenced  by  sentimental 
considerations  or  other  factors  which  have  no  true  relation  to 
selling  value  —  for  the  opinions  of  officials  who,  however  incom- 
petent they  might  be,  are  nevertheless  responsible  to  their 
immediate  superiors  and  to  public  opinion,  and  who  could 
hardly  afford  to  face  the  condemnation  and  ostracism  which 
would  be  their  lot  if  they  produced  such  a  glaring  inequality  in 
assessments  as  the  novel  plan  aforementioned  would  inevitably 
bring  about  if,  indeed,  it  did  not  fall  down  completely  at  the 
very  first  trial. 

It  is  only  fair  to  say  that  the  conditions  which  provoked  the 
suggestion  of  this  extraordinary  panacea  have  long  since  ceased 
to  exist,  and  that  such  progress  has  been  made  in  theories  and 
practical  methods  of  administration  that  the  author  would 
probably  not  renew  his  suggestion  as  a  workable  expedient  at 
the  present  day. 

In  this  connection  it  may  also  be  interesting  to  note  a  sug- 
gestion from  the  same  authority  for  the  effective  assessment  of 

on  application  by  the  city  solicitor  or  any  individual  interested.  If  several 
persons  should  apply  for  the  same  lot  within  the  thirty  days,  the  one  first 
applying  ought  to  obtain  it,  unless  one  of  the  others  should  ask  that  it  be  sold 
at  auction,  and  deposit  in  advance  the  costs  of  such  sale,  and  of  a  reasonable 
advertisement. 

"It  will  be  noted  that  this  system  involves  no  appointment  of  assessors  or 
board  of  review,  and  comparatively  speaking,  but  a  trivial  exi>ense,  and  that 
nobody  will  have  a  right  to  complain  of  its  results,  for  if  A  grumbles  because  his 
house  is  put  too  high,  he  will  have  only  himself  to  blame ;  if  because  B's  has  been 
put  too  low,  he  could  have  bought  this  at  a  bargain,  and  wouldn't. 

"  Of  course  the  utmost  possible  publicity  should  be  given  to  all  the  proceedings ; 
indeed,  the  returns  and  books  of  assessment  ought  to  be,  under  any  system, 
public  records  to  which  any  citizen  can  obtain  access  at  will,  and  of  which  cus- 
todians must  give  certified  copies  to  any  one  tendering  the  costs. 
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personalty.  The  proposal  was  to  enforce  full  and  honest 
returns  by  providing  for  an  "abandonment  to  the  State  of  all 
property  subject  to  taxation  and  not  returned."  *  It  is  signifi- 
cant that  in  spite  of  the  dismal  failure  of  tax  ferrets,  penalties, 
inquisitions,  listing  systems  and  other  dire  devices  held  in 
terrorem  over  the  head  of  the  unhappy  tax  dodger,  no  attempt 
has  anywhere  been  made,  so  far  as  I  can  learn,  to  solve  the 
trouble  by  a  resort  to  this  form  of  escheat. 

An  efifective  aid  in  satisfactory  tax  administration  has  been 
the  right  of  a  court  review.  This  is  provided  in  some  of  the 
States  by  writ  of  certiorari,  in  others  by  proceeding  in  equity. 

"To  secure  a  full  assessment  of  personalty  it  is  obvious  that  annual  returns 
are  necessary,  but  these  alone  will  not  suffice.  Each  return  must  be  supple- 
mented by  an  abandonment  to  the  State  of  all  property  subject  to  taxation  and 
not  returned,  including  all  property  colorably  conveyed  to  others  to  avoid  assess- 
ment, and  the  interest  thus  abandoned  should  be  sold  at  auction,  after  due 
advertisement,  to  the  highest  bidder.  It  is  a  tolerably  safe  inference  that  this 
purchaser  will  be,  in  ninety-nine  cases  out  of  a  hundred,  when  any  property  has 
really  been  withheld,  either  openly  or  covertly,  the  tax  dodger  himself,  and,  if 
full  publicity  is  given  to  each  man's  return,  it  is  reasonable  to  expect  that  he 
will  have  to  pay  not  less  than  two  or  three  per  centum  of  what  he  has  in  fact 
fraudulently  concealed ;  so  that  it  will  be  cheaper  to  return  his  property  and 
pay  a  year's  taxes  on  it,  rather  than  ransom  it  annually.  Indeed,  under  this 
system  the  chief  difficulty  will  be,  I  think,  to  get  the  returns  made  at  all ;  those 
aiming  to  evade  assessment  will  do  as  many  did  when  an  income  tax  was  levied; 
that  is,  let  the  Appeal  Tax  Court,  or  other  officers  of  assessment,  make  their 
returns  for  them,  even  if  they  have  to  pay  a  penalty  besides. 

"  To  meet  this  difficulty  drastLc  measures  may  be  needed,  but  It  can  be  met. 
Let  the  Appeal  Tax  Court  send  by  mail  to  every  owner  of  real  property,  every 
person  licensed  to  pursue  any  trade  or  profession  and  every  other  person  in  the 
city  who  they  have  reason  to  believe  owns  taxable  personal  property,  on  De- 
cember 1  of  each  year,  a  notice  to  make  a  return  within  thirty  days;  fine  every 
one  who  receives  and  disobeys  this  first  notice  fifty  dollars.  On  January  1  of 
each  year  let  a  second  notice  be  served  personally  by  the  police  on  every  one 
who  has  been  sent  and  has  not  complied  with  the  first,  warning  him  to  make  a 
return  within  twenty  days;  fine  every  one  who  receives  and  disobeys  this  second 
notice  five  hundred  dollars.  On  January  21  let  the  sheriff  summon  every  one 
who  has  compiled  with  neither  the  first  nor  the  second  notice  tu  ninko  a  return 
within  ten  days;  fine  every  one  who  receives  and  tlisoboys  this  summons  five 
thousand  dollars.  On  February  1  let  the  Appeal  Tax  CJourt  warn  by  advertise- 
ment all  remaining  delinquents  (publishing  their  names)  tluit,  in  addition  to 
any  other  penalties  which  they  may  have  incurred,  all  their  taxable  ])or8onal 
property  of  every  description  will  be  confiscated  to  the  State  on  March  1  follow- 
ing, unless  they  make  a  return  sooner.  Then  let  the  property  thus  confiscated, 
and  whatever  may  have  been  abandoned,  as  above  explained,  bo  sold  at  auction 
after  proper  advertisement  not  later  than  the  Mucceinling  first  of  April."  — 
(Extract  from  address  of  Charles  J.  Donaparte,  Esq.,  before  the  Landlords' 
Mutual  Protective  Assooiation  of  Baltimore,  1880.) 
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In  Baltimore  an  appeal  is  given  from  the  action  of  the  assessing 
board  to  the  city  court,  where  all  questions,  including  legality, 
equality  and  valuation  are  reviewable  by  a  single  law  judge, 
sitting  without  a  jury.  The  appeal  must  be  taken  within 
thirty  days  of  the  action  complained  of  and  is  given  a  preferred 
standing  so  as  to  insure  expedition.  The  expenses  (legal 
costs)  are  little  more  than  nominal.  It  might  be  supposed 
that  the  court  would  be  swamped  with  business  of  this  kind, 
particularly  as  property  is  assessed  at  full  value.  In  a  period  of 
twelve  years  the  number  of  appeals  has  averaged  only  about 
twenty  per  annum.  The  mere  right  of  appeal  exerts  a  whole- 
some influence  upon  the  assessing  body,  and  induces  it  to  take 
greater  care  in  the  valuation  of  property.  This  right  also  stills 
the  mouths  of  chronic  and  unreasonable  fault-finders.  They 
have  a  public  medium  to  ventilate  their  alleged  grievances, 
and  if  they  do  not  resort  to  it,  the  inference  is  strong  that  they 
have  not  been  wronged. 

In  other  States  the  right  of  appeal  to  or  review  by  the  regular 
courts,  as  a  rule,  is  so  circumscribed  by  conditions  or  so  tedious 
or  expensive  that  it  is  rarely  resorted  to  except  where  substantial 
interests  are  involved  or  where  gross  injustice  has  been  done. 
In  a  majority  of  the  States  the  courts  will  not  take  cognizance 
when  only  valuation  is  involved,  either  because  they  regard 
the  valuation  of  property  as  a  non-judicial  function  or  because 
the  law  makes  the  action  of  the  taxing  body  final  and  conclusive. 
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DOUBLE  AND  MULTIPLE  TAXATION 

By  Theodore  Sutro 

Chairman  Committee  on  Taxation,  American  Bar  Association, 
New  York,  N.Y. 

The  fundamental  principles  upon  which  a  discussion  of  the 
subject  of  this  paper  must  rest  are: 

First:  A  just  system  of  taxation  should  impose  its  burdens 
equally,  that  is  to  say,  it  should  not  cause  property  in  the  hands 
of  one  person  (whether  corporate  or  individual)  to  be  taxed  more 
heavily  than  similar  property  in  the  hands  of  another. 

Second,  and  as  a  corollary  from  the  foregoing  principle: 
Property  should  not  be  taxed  more  than  once  during  the  period 
which  the  tax  is  intended  to  cover. 

It  hardly  requires  any  argument  to  demonstrate  that  if  the 
second  principle  is  violated,  so  likewise  will  be  the  first,  except 
in  the  almost  unsupposable  case  that  every  one  would  be  sub- 
jected to  the  same  double  taxation.  For,  in  treating  this 
subject,  I  have  in  mind  the  taxation  of  all  property  located 
within  the  borders  of  a  whole  country,  not  merely  that  within  the 
jurisdiction  of  a  certain  locality.  In  order  to  avoid  a  violation 
of  the  first  above-mentioned  principle,  that  of  equality,  we  ought 
even  to  proceed  beyond  the  confines  of  a  national  jurisdiction 
and  treat  this  subject  from  an  international  point  of  view ;  for 
inequality  of  taxation  must  necessarily  follow  if  a  nation  under- 
takes to  tax  certain  property,  irrespective  of  the  question 
whether  it  has  not  been  in  fact  already,  or  necessarily  will, 
under  the  laws  of  some  other  nation,  be  taxed  in  some  form. 
But  as  it  would  lead  too  far  to  consider  the  subject  also  in  its 
international  aspect,  I  shall  restrict  myself  to  a  brief  exposition 
of  the  evils  of  inequality  arising  from  double  and  multiple  taxa- 
tion under  our  present  systems  of  taxation  in  the  United  States, 
and  to  suggesting  through  what  measures  these  evils  may  per- 
haps be  mitigated,  if  not  entirely  abated. 

547 
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But  even  in  regard  to  the  matter  under  consideration,  in  so 
far  as  it  relates  to  the  United  States,  the  subject  is  so  broad 
that  in  order  to  cover  its  various  phases  a  book  would  be  re- 
quired, not  a  mere  essay  such  as  this  is  intended  to  be.  I 
shall  therefore  limit  myself  to  a  brief  consideration  of  double  and 
multiple  taxation  arising  from  a  conflict  of  jurisdiction  rather 
than  from  the  existence  of  such  taxation  under  the  same 
jurisdiction. 

By  way  of  illustrating  by  examples  the  fact  of  such  double 
and  multiple  taxation,  I  shall  also  have  to  confine  myself  to 
a  few  isolated  cases,  as  it  would  manifestly  be  impossible, 
within  any  reasonable  limits,  to  cite  instances  from  all  the 
various  sections  of  the  country. 

No  one  in  this  convention  doubts  that  double  and  multiple 
taxation  are  a  fact  and  a  crying  evil  in  our  American  systems 
of  taxation.  But  nevertheless  it  will  be  useful  to  point  out 
some  concrete  examples  selected,  as  already  foreshadowed, 
from  actual  reported  cases  in  a  few  States. 

C.  N.  Nelson  Lumber  Co.  vs.  Town  of  Loraine,  22  Federal 
Reporter,  54  (Circuit  Court,  Western  District  of  Wisconsin, 
1884),  was  a  case  in  which  certain  logs,  cut  on  lands  in  Wis- 
consin owned  by  a  Minnesota  corporation,  were  hauled  to  a 
river  and  piled  on  the  ice  to  await  the  opening  of  the  river, 
that  they  might  be  floated  down  to  Minnesota  to  be  there 
manufactured  into  lumber.  Under  a  statute  of  Wisconsin 
these  logs  were  assessed  in  the  month  of  April  for  taxation  for 
the  year  commencing  on  the  last  Monday  in  June,  on  the 
claim  that  the  situs  of  the  logs  was  in  Wisconsin.  It  appears 
that  under  a  law  of  the  State  of  Minnesota  the  same  logs  were 
also  assessed  against  the  Minnesota  corporation,  and  taxed 
there  for  part  or  all  of  the  same  period.  The  Wisconsin 
court  admitted  that  this  would  result  in  double  taxation  of  the 
same  article  in  the  same  year  and  said : 

"  Either  it  is  lawful  to  tax  the  logs  in  Wisconsin  or  it  is  not. 
If  lawful  at  all,  the  mere  circumstance  that  the  owner,  after 
the  tax  is  levied,  voluntarily  takes  them  into  another  State, 
where  they  are  also  taxed,  can  have  nothing  to  do  with  the 
question  of  the  constitutionality  of  the  tax  here." 

Here  is  a  flagrant  case  of  double  taxation,  but  we  may  go 
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further.  Let  us  assume  that  the  Minnesota  corporation  had 
a  permanently  established  agency  in  the  City  of  New  York, 
and  that  it  sent  these  logs,  subsequent  to  their  taxation 
both  in  the  States  of  Minnesota  and  Wisconsin,  to  the  City 
of  New  York,  where  they  would  arrive  before  the  tax  period 
of  Wisconsin  and  Minnesota  had  expired,  and  would, 
within  that  period,  reach  and  be  in  the  City  of  New  York  on 
the  subsequent  second  Monday  of  January.  They  would 
thereupon  become  taxable  for  the  third  time  in  the  City  of 
New  York. 

Let  us  assume  further  that  subsequently,  say  in  the  month  of 
March,  they  were  sawed  into  lumber  in  the  State  of  New  York, 
and  were  in  or  about  the  month  of  April  shipped  to  another 
agency  of  the  same  Minnesota  corporation,  in  the  State  of 
New  Jersey,  and  that  this  lumber  was  in  the  hands  of  the 
New  Jersey  agency  on  the  twentieth  day  of  May,  on  which 
date  assessments  for  taxation  are  made  in  that  State. 

We  would  then  have  this  result :  that  these  logs  were  assessed 
in  Wisconsin  for  the  whole  period  of  one  year  from  the  last 
Monday  of  June,  for  nearly  the  whole  of  that  period  also  in 
the  State  of  Minnesota,  for  the  period  from  at  least  the  second 
Monday  of  January  until  the  last  Monday  of  June  also  in  New 
York,  and  for  the  period  from  the  twentieth  of  May  until  the 
last  Monday  of  June  in  New  Jersey  as  well. 

On  the  other  hand,  a  competing  Wisconsin  corporation  or 
individual  growing  and  cutting  these  logs  into  lumber  in  that 
State,  and  disposing  of  this  lumber  before  the  expiration  of 
a  year  from  the  last  Monday  of  June,  would  have  been  taxed 
for  the  logs  or  their  equivalent  in  lumber  only  a  single  time 
for  the  same  tax  period,  for  which  the  Minnesota  corporation 
would  have  been  taxed  four  times. 

In  Minturn  vs.  Hays,  2  Cal.  590  (Supreme  Court,  1854),  a 
steamboat  plying  the  waters  of  California  was  taxed  by  the 
authorities  of  that  State  and  also  taxed  in  New  York  State, 
where  the  owners  resided. 

The  court  was  quite  right  in  holding  it  taxable  in  California, 
and  it  does  not  appear  why  it  should  have  been  taxed  in  New 
York.  It  is,  however,  a  good  illustration  of  an  inexcusable 
double  assessment.    The  court  says: 
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"That  the  plaintififs  pay  taxes  for  the  same  property  in  the 
State  of  New  York  is  no  ground  of  complaint  against  the  exer- 
cise of  a  legitimate  act  of  sovereignty  by  the  State  of  California," 

—  the  usual  plea  that  each  State  should  solely  regard  its  own 
interest. 

On  the  other  hand,  exactly  the  opposite  doctrine  was  held 
in  regard  to  a  vessel  employed  in  commerce  in  the  waters  of 
Florida,  but  belonging  to  residents  of  New  York  and  entered 
at  the  last-mentioned  port;  the  tax  by  the  Florida  authorities 
was  held  void. 

Johnson  vs.  De  Bary-Baza  Merchant's  Line,  37  L.  R.  A.  518. 

Savings  &  Loan  Soc.  vs.  Multnomah  County,  60  Federal 
Reporter,  31  (decided  1894  in  the  Circuit  Court  in  the  District 
of  Oregon).  Certain  mortgages  on  lands  in  Oregon,  held  by 
a  California  corporation,  were  taxed  in  Oregon,  under  an 
Oregon  statute,  which  provided  that  "mortgages  of  land  shall 
for  the  purpose  of  assessment  and  taxation  be  deemed  to  be 
real  estate."  Under  the  laws  of  CaHfornia  the  same  mortgages 
were  taxable  against  the  California  corporation  for  a  part  of 
the  same  period.  Also  this  illustration  we  might  carry  farther 
by  assuming  that  before  the  tax  period  in  California  had  ex- 
pired, the  mortgages  had  been  assigned  by  the  California  cor- 
poration to  a  resident  of  New  York  City.  If  held  by  that 
resident  on  the  second  Monday  of  January  in  the  City  of  New 
York,  the  same  mortgages  would  have  been  subject  to  another 
tax  for  the  same  tax  period. 

Common  Council  vs.  Assessors,  91  Mich.  78,  91  (Supreme 
Court,  1892),  in  which  it  is  held  that  a  State  tax  on  foreign-held 
mortgages  is  valid,  on  the  ground  that  it  is  an  interest  in  land. 

Here  is  a  proposition  that  should  distinctly  be  regulated  by 
interstate  agreement,  for  such  foreign-held  mortgages  are  also, 
almost  always,  taxed  against  the  foreign  holder  at  his  place  of 
residence. 

To  the  same  effect  as  above,  Mumford  vs.  Sewall,  11  Oreg.  67 
(Supreme  Court,  1883). 

A  case  somewhat  similar  to  the  foregoing  is  Kirtland  vs. 
Hotchldaa,  100  U.  S.  Supreme  Court  Rep.  491  (decided  in 
1879),  reported  below  42  Conn.  426,  436,  where  under  a  Con- 
necticut statute  certain  bonds  and  mortgages  held  by  a  resident 
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of  Connecticut  upon  lands  located  in  Chicago  were  assessed  in 
the  State  of  Connecticut  against  the  holder.  It  would  appear 
from  the  brief  of  counsel  for  the  holder  that  lUinois  had  the 
power  to  tax  within  her  limits  an  act  of  loaning  and  borrow- 
ing money  there,  in  consequence  of  which  there  was  nothing  to 
prevent  both  States  from  assessing  the  said  bonds  and  mortgages 
for  the  same  period. 

Thomas  vs.  Mason  Co.,  67  Ky.  135  (Court  of  Appeals,  1868). 
Money  had  been  loaned  by  a  resident  of  Kentucky  to  a  firm  in 
Ohio.     It  was  taxed  in  both  States.     The  court  said : 

"Borrowed  capital  in  Ohio  is  taxable  as  the  borrower's 
property  there,  and  the  debt  due  to  the  lender  in  Kentucky  is 
taxable  here  as  her  property"  (i.e.  the  property  of  the  minor 
daughter  of  the  deceased  lender).  "In  this  case,  the  ward's 
right  to  the  money  in  Ohio  is  a  portion  of  the  wealth  of  Kentucky, 
and  ought  to  contribute  to  the  burthens  of  the  government 
which  protects  her;  and  if  it  could  escape  contribution  by 
lending  it  in  Ohio,  a  knowledge  of  that  fact  would  encourage 
the  exhausting  deportation  of  the  money  of  Kentucky  to  aug- 
ment the  wealth  of  some  other  State." 

This  is  a  good  illustration  of  the  selfishness  with  which  the 
interest  of  each  State  is  taken  as  the  sole  guide  to  taxation, 
no  matter  how  unjustly  and  unequally  the  burdens  of  taxation 
may  fall  on  its  own  citizens  in  consequence. 

San  Francisco  vs.  Frey,  63  Cal.  470. 

An  assessment  of  shares  of  stock  of  a  California  corporation 
whose  property  was  wholly  situated  in  Nevada.  Held  vaUd 
though  double  taxation.     The  court  said: 

"Such  shares  when  held  by  our  citizens  are  here  treated  as 
so  much  personal  estate,  following  the  person  of  the  owner  and 
taxable  at  their  full  value  in  this  commonwealth,  regardless  of 
what  may  be  the  foreign  law  as  to  taxation  of  the  capital,  or 
any  part  of  it,  elsewhere." 

To  the  same  effect  is  Bradley  vs.  Bauder,  36  Ohio,  28  (Supreme 
Court,  1880),  only  that  in  this  case  the  State  of  Ohio  taxed  shares 
of  stock  owned  by  one  of  its  residents  in  foreign  corporations 
which  were  also  taxed  in  the  foreign  jurisdiction.  The  court 
said: 
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"  Double  taxation,  in  a  legal  sense,  does  not  exist,  unless  the 
double  tax  is  levied  upon  the  same  property  within  the  same 
jurisdiction." 

Cony  vs.  Balto.,  96  Md.  321.  Same  case  196  U.  S.  Supreme 
Court,  472  (1904). 

Holding  tax  on  shares  of  a  Maryland  corporation  valid 
though  held  by  a  non-resident,  and  a  statute  valid  which  em- 
powers the  corporation  to  pay  the  tax  and  collect  the  same 
from  the  stockholders. 

Wright  vs.  Louisville  and  Nashville  R.  R.  Co.,  195  U.  S.  219, 
construes  the  constitution  of  Georgia  to  authorize  taxation  in 
Georgia  of  shares  of  stock  of  a  foreign  corporation  held  by  a 
Georgia  corporation. 

The  court  says : 

"The  argument  against  the  tax  is  that  the  constitution  of 
Georgia  is  satisfied  if  all  the  lands  and  goods  in  the  State  are 
taxed  once,  and  that  the  appearance  of  the  same  capital  in  two 
forms  technically  distinct  ought  not  to  be  laid  hold  of  as  an 
excuse  for  two  taxes.  It  is  admitted  that  no  such  double  taxa- 
tion is  enforced  with  regard  to  corporations,  of  which  the  prop- 
erty is  taxed,  within  the  State,  and  it  hardly  would  be  con- 
tended that  this  wise  moderation  is  unconstitutional.  It  even 
has  been  thought  that  a  similar  constitution  forbade  taxation 
of  both  capital  and  stock.  Burke  vs.  Badlam,  57  Cal.  594, 
601.  But,  from  the  point- of  view  of  the  taxpayer,  it  does  not 
matter  whether  all  of  his  double  taxation  is  done  in  one  State 
or  half  in  one  and  half  in  another.  He  suffers  the  same  injus- 
tice. And  as  manifestly  the  clearest  right  to  tax  belongs  to  the 
State  where  the  railroad  has  its  tracks,  every  principle  of  justice 
and  patriotism  would  require  the  same  abstinence  from  taxing 
stocks  of  the  railroads  of  neighboring  States  that  is  practiced 
with  regard  to  those  of  the  taxing  State  —  in  this  case,  Georgia 
—  itself. 

"The  difficulty  with  this  argument  is  that  the  Georgia  consti- 
tution requires  the  taxation  of  all  property  subject  to  be  taxed 
in  Georgia.  And  while  it  may  be  that  the  constitutional  re- 
quirement is  sufficiently  complied  with  when  the  land  and 
chattels  which  give  value  to  the  stock  pay  a  tax,  without 
another  tax  on  the  stock,  there  is  much  more  difficulty  in  say- 
ing that  the  words  are  satisfied  if  stock  is  left  untaxed  when 
the  land  and  chattels  cannot  be  reached.  Probably  the  con- 
stitution does  not  go  farther  than  to  require  one  tax  on  all 
attainable  sources  of  vuluo,  even  if  it  permits  more,     liurkc  vs. 
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Badlam,  57  Cal.  594,  601.  But  it  certainly  seems  intended 
to  tax  once  at  least  all  property  which  can  be  come  at  in  any 
way.  San  Francisco  vs.  Fry,  63  Cal.  470.  A  tax  in  another 
State  is  no  tax  for  the  purposes  of  the  State  of  Georgia." 

From  the  foregoing  scattering  examples  it  appears  what  evils 
arise  simply  from  a  disregard  by  the  various  States  of  all  in- 
terests except  their  own  in  the  single  subject  of  the  direct 
property  tax. 

Numerous  instances  might  also  be  given  of  double  and  mul- 
tiple taxation  arising  from  the  imposition  of  inheritance  or 
transfer  taxes  by  the  various  States  where  the  estate  is  under 
the  jurisdiction  of  more  than  one  State,  either  by  reason  of  the 
residence  of  the  decedent,  the  place  of  his  death,  the  residence 
of  the  personal  representatives  or  trustees  of  the  beneficiaries, 
the  location  of  the  property,  etc. 

Further  instances  would  arise  where  the  income  tax  exists 
as  it  does  in  one  or  two  of  the  States,  and  part  of  the  property 
from  which  the  income  is  derived  is  outside  of  the  jurisdiction 
of  those  States,  but  is  taxed  in  another  jurisdiction,  and  still 
further  instances  where  a  license  tax  to  do  business  in  a  certain 
State  is  imposed  upon  a  non-resident,  based  upon  the  amount 
of  capital  invested  in  that  State,  although  portions  of  this 
capital  are  also  taxed  against  him  as  a  resident  in  his  own  State. 

It  would  be  impossible  within  the  scope  of  this  paper  to  enter 
into  a  full  discussion  and  cite  illustrations  in  regard  to  all  of 
these  various  phases  of  taxation. 

One  thing  is  clear,  that  the  evil  exists  and  that  it  cannot 
possibly  be  reached  except  through  comity  or,  still  better, 
through  definite  agreements  or  treaties  between  the  States. 

Both  Congress  and  the  Supreme  Court  of  the  United  States 
are  powerless  to  furnish  relief  against  the  evils  of  multiple 
taxation.  This  is  well  expressed  in  Kirtland  vs.  Hotchkiss, 
lOOU.  S.  491,  498: 

"  It  may,  therefore,  be  regarded  as  the  established  doctrine  of 
this  court,  that  so  long  as  the  State,  by  its  laws,  prescribing 
the  mode  and  subjects  of  taxation,  does  not  intrench  upon  the 
legitimate  authority  of  the  Union,  or  violate  any  right  recog- 
nized, or  secured,  by  the  Constitution  of  the  United  States,  this 
court,  as  between  the  State  and  its  citizen,  can  afford  him  no 
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relief   against  State  taxation,   however  unjust,  oppressive  or 
onerous." 

and  in  15  Wall.  300,  319: 

"  Unless  restrained  by  provisions  of  the  Federal  Constitution, 
the  power  of  the  State  as  to  the  mode,  form  and  extent  of  taxa- 
tion is  unlimited,  where  the  subjects  to  which  it  appUes  are 
within  her  jurisdiction." 

In  a  paper  which  I  had  the  honor  to  read  before  the  National 
Conference  on  taxation  held  at  Columbus,  Ohio,  in  Novem- 
ber of  last  year,  I  pointed  out,  by  way  of  illustrating  the  dis- 
crepancy between  the  taxation  of  industrial  corporations  and 
of  competing  individuals,  how  such  corporations  were  often 
subjected  to  taxation  on  the  same  property  not  only  twice  but 
many  times  for  the  same  period  of  time,  while  on  similar  prop- 
erty individuals  were  taxed  only  once.  I  also  suggested  some 
remedies  whereby  such  corporations  could,  through  agreement 
or  comity  between  the  States,  be  relieved,  in  certain  particulars, 
at  least,  from  the  double  burdens  resulting  from  the  utter  dis- 
regard in  any  given  case  by  one  State  of  the  methods  of  taxa- 
tion pursued  by  the  other  States. 

I  showed  in  that  paper  (p.  612,  Report  of  Proceedings),  how 
inequaUty  arises  from  taxing  both  a  corporation  on  the  full 
value  of  its  assets  and  at  the  same  time  the  individual  share- 
holders on  the  full  value  of  their  shares  of  stock  in  the  same 
corporation,  and  suggested  in  that  connection  (p.  618) : 

"Shares  of  stock  in  the  hands  of  individuals  should  be  uni- 
formly exempt  from  taxation,  but  all  taxes  should  be  directed 
only  against  a  corporation  as  a  unit,  and  with  respect  to  this, 
perhaps,  also  every  other  paper  evidence  of  an  interest  in  cor- 
porate property  should  be  taxed  in  the  same  way.  In  regard 
to  this  last-mentioned  matter  a  resolution  adopted  by  the 
National  Conference  on  Taxation  held  under  the  auspices  of 
the  National  Civic  Federation  at  Buffalo  in  the  month  of  May, 
1901,  strongly  appeals  to  me  as  a  probable  solution,  namely, 
'that  the  same  property  should  not  be  taxed  at  the  same  time 
by  two  State  jurisdictions,  and  to  this  end,  that  if  the  title 
deeds  or  other  paper  evidence  of  the  ownership  of  property,  or 
of  an  interest  in  property,  are  taxed,  they  shall  be  taxed  at  the 
sUu8  of  the  property,  and  not  elsewhere.' " 

I  alao  suggested  (p.  616)  that  to  avoid  more  than  a  single 
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taxation  of  a  corporation  on  the  same  property  for  the  same 
period  of  time, 

"The  date  of  the  assessment  of  industrial  corporations  for 
taxation  be  made  uniform  throughout  the  States.  It  is  unfair 
that  a  corporation,  organized,  for  example,  under  the  laws  of 
the  State  of  New  York,  and  which  therefore  is  charged  with  the 
payment  of  its  annual  taxes  in  advance  for  the  current  year,  as 
measured  by  its  assessable  condition  on  the  second  Monday  of 
January  in  each  year,  should,  in  case  of  the  transfer  of  its  assets 
to  another  State  after  that  date,  be  subjected  to  another  tax 
for  a  portion  of  the  same  year  on  the  same  assets  in  such  other 
State." 

The  same  objection  would,  of  course,  hold  good  under  similar 
circumstances  with  regard  to  an  individual. 

With  respect  to  an  asset,  now  generally  the  subject  of  taxa- 
tion, which  it  appears  to  be  particularly  difficult  to  relieve 
from  the  burdens  of  double  or  multiple  taxation,  I  said  (p.  618) : 

"Another  matter  requiring  most  careful  consideration  is 
what  method  should  be  adopted  with  respect  to  the  assess- 
ment of  such  assets  as  moneys  on  deposit  and  bills  and  accounts 
receivable.  The  simplest  way  would  be  to  assess  these  once 
for  all  in  the  State  of  their  incorporation  "  (i.e.  of  the  holding 
companies),  "  and  there  to  embrace  all  accounts  and  bills  receiv- 
able, no  matter  from  what  sales  they  may  arise,  whether  within 
or  without  that  State." 

The  same  principle  might  be  applied  to  the  holdings  by  an 
individual. 

I  also  quote  from  that  paper  (p.  615) : 

"  As  it  is  now,  the  States  proceed  without  any  uniform  policy 
at  all  with  reference  to  the  taxation  of  competitive  corporations, 
as  their  respective  laws  on  that  subject  are  enacted  with  special 
reference  to  either  the  place  of  incorporation,  or  the  place  of 
carrying  on  the  corporate  business,  or  the  place  of  location  of 
the  personal  property  of  the  corporation,  as  a  result  of  which 
double  and  multiple  taxation  of  corporations  must  necessarily 
arise.  It  is  impossible  that  a  single  measure  by  a  single  State, 
aimed  at  a  special  interest,  can  prove  otherwise  than  mis- 
chievous. A  tax  system  must,  from  the  very  nature  of  the 
subject,  be  a  harmonious  whole,  and  every  measure  that  is 
under  consideration  by  any  State  should  be  either  approved 
or  rejected  by  careful  reference  to  every  other  existing  measure, 
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not  only  in  that  particular  State,  but  in  every  other  State, 
which  may  affect  a  special  interest  such  as  the  one  we  are 
treating  of  —  industrial  corporations." 

and  also  (p.  617) : 

"  A  system  that  taxes  the  same  property  twice  for  the  same 
period  of  time  is  an  unjust  system  and  in  conflict  also  with 
another  one  of  the  principles  in  the  platform  of  the  National 
Tax  Association,  which  strongly  appeals  to  my  judgment, 
namely,  that  'an  unjust  system  checks  production,  reduces 
wages  and  lessens  the  reward  of  industry  and  thrift.' " 

In  the  foregoing  extracts  some  of  the  hardships  resulting  from 
double  or  multiple  taxation,  possible  remedies  and  the  viola- 
tion of  fundamental  principles  through  the  conflicting  methods 
pursued  by  the  several  States,  were  partially  pointed  out.  To 
the  foregoing  quotation  I  might  also  add  one  of  the  principles 
in  the  platform  adopted  at  the  Columbus  Conference  last  year 
as  especially  applicable  to  the  subject  now  under  consideration, 
namely : 

"  The  same  principles  should  be  applied  in  all  tax  legislation 
to  the  end  that  no  property  should  be  taxed  by  two  State  juris- 
dictions at  the  same  time." 

To  the  suggestions  above  quoted,  I  desire  to  add  the  following 
considerations : 

Most  of  the  States  have  a  general  provision  in  their  consti- 
tution or  in  their  statutes  similar  in  character  to  the  following 
contained  in  the  laws  of  New  York,  Laws  of  1896,  Chapter  908, 
Article  I,  Section  3 : 

"  All  real  property  within  this  State  and  all  personal  property 
situated  or  owned  within  this  State  is  taxable  unless  exempt 
from  taxation  by  law." 

The  only  word  in  this  provision  which  is  indefinite  and  has 
been  the  cause  of  considerable  litigation  is  the  word  "  owned." 
If  this  were  eliminated,  then  this  provision  would  be  in  accord- 
ance with  what,  in  my  opinion,  should  be  the  provision  in  every 
State,  followed  up  by  specific  definitions  of  what  personal  prop- 
erty shall  be  considered  as  "  situated  within  the  State." 

If  such  a  course  were  pursued  by  all  the  States,  double  and 
multiple  taxation,  at  least  in  so  far  as  the  direct  property  tax 
if  concerned,  would  at  once  be  jil)()lishod. 
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After  that  has  been  accomplished,  all  the  other  branches  of 
taxation,  such  as  inheritance,  license  and  other  taxes  might  be 
taken  up  and  made  uniform  throughout  the  States.  Lastly, 
also  the  gross  injustice  whereby  for  example  a  person  residing  in 
Canada  and  owning  property  in  the  United  States,  or  vice  versa, 
is  taxed  on  the  same  property  more  than  once  for  the  same  period 
of  time,  should  be  abolished  by  international  agreement. 

This  subject  must  be  treated  from  the  broadest  point  of  view. 
As  the  States  of  the  Union  have,  through  the  vast  ramifications 
of  commerce,  travel  and  means  of  intercommunication  prac- 
tically grown  to  be  one  vast  community,  whose  interests  are  so 
interwoven  that  they  ought  not  to  act  independently  of  each 
other  in  the  matter  of  taxation,  so  also  the  nations  of  the  earth 
are  in  their  material  interests  drawing  closer  and  closer  together, 
and  the  principle  of  friendly  reciprocity  through  international 
treaties,  the  same  as  comity  between  the  States  through  inter- 
state treaties  and  agreements,  should  be  brought  about  as  speed- 
ily as  possible  as  the  only  safeguard  against  unjust  and  oppres- 
sive, because  conflicting  and  antagonizing,  systems  of  taxation, 
now  in  vogue  not  only  in  the  family  of  States  of  our  Union,  but 
in  the  still  greater  family  of  all  the  nations. 
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University  of  Wisconsin,  Madison,  Wis. 

The  purpose  of  this  paper  is  to  point  out  the  importance 
of  constitutional  provisions  as  the  foundation  for  the  taxing 
systems  of  the  different  States;  to  show  their  growth  from  a 
few  very  general  provisions  to  a  long  statement  of  principles, 
rules,  regulations  and  restrictions;  to  examine  the  present 
day  tendencies;   and  to  draw  some  conclusions. 

Constitutional  provisions  relating  to  revenue  and  finance  are 
of  great  importance  when  the  tax  systems  of  the  several  States 
are  considered.  The  constitutional  provisions  are  the  funda- 
mental law,  the  basis  of  all  statutory  law,  the  guide  for  the  legis- 
lature and  consequently  the  foundation  of  the  tax  system  of 
the  State. 

If  the  provisions  relating  to  revenue  are  broad  and  general, 
a  plan  and  system  of  taxation  can  be  introduced  and  developed 
which  will  become  more  equitable  and  just  in  the  light  of  expe- 
rience and  wisdom,  more  equitable  and  just  as  the  statesmen 
in  control  become  less  selfish,  more  patriotic,  broader  minded, 
and  take  a  wider  view  of  affairs  affected  with  a  public  interest. 
The  system,  in  short,  will  be  the  result  of  a  natural  growth, 
developing  and  expanding  as  the  needs  for  revenue  increase 
and  new  sources  appear.  If,  on  the  other  hand,  the  constitu- 
tional provisions  are  specific,  detailed  and  minute  in  their 
restrictions  and  requirements,  the  plan  of  taxation  and  the 
system  which  develops  as  time  goes  on  must  necessarily  be 
stunted  or  warped,  and  court  decisions  relating  to  the  subject 
out  of  harmony  with  advanced  beliefs  and  opinions  or  else  not 
in  harmony  with  the  spirit  of  the  constitution.  The  constitu- 
tion is  static,  the  statutory  law  dynamic,  and  unless  the  con- 
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stitution  is  made  up  of  provisions  general  enough  to  cover  all 
specific  details,  it  is  a  hindrance  to  good  laws  and  wise  legisla- 
tion, a  bar  in  the  way  of  progress. 

It  is  true  the  constitution  may  be  cast  aside  and  a  new  one 
adopted,  amendments  may  be  offered  from  time  to  time  and 
adopted  or  rejected;  nevertheless,  the  fact  remains  that  the 
constitution  is  considered  the  bulwark  of  American  liberty  and 
usually  changed  only  after  resolutions,  elections  and  much 
delay.  The  constitution  tends  to  become  a  fixed  element  in 
law  and  is  looked  upon  as  a  compilation  of  sacred  principles, 
guaranteed  to  protect,  a  watchman  while  the  people  sleep. 

The  practice  of  amending  constitutions  is  becoming  more  and 
more  common,  due  to  the  very  fact  that  constitutions  to-day 
are  usually  made  up  of  specific  detailed  restrictions  that  will 
not  stand  the  test  of  time,  and  consequently  must  be  changed 
either  by  modifying  the  limitation  or  by  substituting  general 
provisions  for  narrow,  restricting  ones. 

The  numerous  restrictions  and  limitations  found  in  the  con- 
stitutions to-day  had  their  origin  in  the  people's  distrust  of  the 
legislature  and  the  courts.  The  legislature  passed  laws  impos- 
ing excessive  rates,  providing  for  unwise  and  excessive  expendi- 
tures, for  the  exception  of  certain  property  from  taxation,  for 
the  favoring  of  certain  corporations  and  interests,  and  other 
measures  no  wiser  or  less  .beneficial.  The  courts,  on  the  other 
hand,  declared  laws,  for  which  the  people  had  striven,  uncon- 
stitutional. Seemingly  the  only  recourse  then  left  was  to  have 
the  delegates  at  the  constitutional  convention  incorporate 
limitations  on  the  power  of  the  legislature,  and  remove  some  of 
the  causes  for  litigation  by  making  the  provisions  definite  and 
exact,  even  though  they  were  sure  to  be  outgrown. 

The  subject  of  constitutional  provisions  is  a  large  one,  covering 
a  long  period  of  time  and  a  vast  field.  It  begins  almost  with 
the  landing  of  the  Pilgrims,  and  ends,  for  the  present,  not  with 
the  Oklahoma  constitution  so  recently  adopted  or  with  the 
Oregon  single  tax  amendment  rejected  last  June,  but  with  the 
Michigan  proposed  constitution  and  some  eighteen  amend- 
menta  pending  in  some  ten  of  the  States,  —  mostly  Western,  — 
which  are  to  be  voted  on  at  the  regular  elections  to  be  held  this 
autumn.    The  field  to  be  covered  includes  every  State  from  the 
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beginning  of  its  history  to  the  present  time,  both  North  and 
South,  East  and  West,  old  and  new.  It  is  a  difficult  task  and 
can  be  done  in  outline  only,  not  in  detail.  The  Union  is  made 
up  of  States,  some  new,  some  old,  some  far  advanced,  some  still 
backward,  some  quick  to  adopt  new  and  untried  measures, 
others  very  conservative,  with  a  tendency  to  retain  provisions 
adopted  in  their  first  constitution. 

When  these  facts  are  taken  into  consideration,  —  the  age  of 
the  State,  its  progressiveness,  and  the  tendency  of  some  States 
to  retain  a  provision  when  once  adopted,  —  one  finds  the  task 
of  tracing  movements  and  tendencies  difficult,  rather  uncertain 
and  more  or  less  inaccurate.  An  exhaustive  treatment  would 
require  a  detailed  history  of  each  individual  State,  but  such  a 
method  obscures  the  broad,  general  tendencies,  and  it  is  the 
broad,  general  tendencies  alone  that  can  be  given  considera- 
tion here. 

For  the  sake  of  convenience  and  clearness  the  whole  period 
may  be  subdivided  as  follows: 

First,  The  colonial  period; 

Second,  Constitutions  adopted  between  1776  and  1796; 

Third,  Constitutions  adopted  between  1796  and  1834; 

Fourth,  Constitutions  adopted  between  1834  and  1860; 

Fifth,  Constitutions  adopted  between  1860  and  1908. 

In  addition  to  this  we  must  consider  general  tendencies  and 
draw  some  conclusions. 

The  Colonial  Period.  —  The  first  constitutional  provision  re- 
lating to  taxation  in  the  colonial  charters  was  incorporated  in 
the  Fundamental  Orders  of  Connecticut  for  1638  and  relates 
to  the  subject  of  equalization.  It  provides  that  when  the 
general  court  has  agreed  upon  any  sum  or  sums  of  money  to 
be  levied  upon  the  several  towns  in  the  colony,  that  a  com- 
mittee made  up  of  an  equal  number  from  each  such  local  unit 
should  be  chosen  to  determine  what  proportion  each  town 
should  pay  of  the  levy. 

The  charter  of  Massachusetts  Bay  for  1629  and  the  Maine 
grant  of  1639  and  1664  contained  provisions  relating  to  custom 
duties  but  not  to  taxes  in  general. 

The  commission  for  New  Hampshire,  granted  in  1680,  made 
direct  provision  for  taxes  levied  within  the  colony.  The  Presi- 
2o 
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dent  and  Council  were  to  continue  such  taxes  and  impositions 
as  had  been  or  were  then  laid  and  imposed  upon  the  inhabitants 
of  the  colony  and  were  to  levy  and  distribute  the  taxes  or  cause 
them  to  be  levied  and  distributed  in  the  best  and  most  equitable 
manner  possible  until  a  general  assembly  of  the  province  could 
be  called  and  other  methods  agreed  upon.  When  the  general 
assembly  was  called,  the  President  was  to  recommend  two  things 
to  the  members :  first,  that  they  provide  for  the  raising  of  taxes 
in  such  proportion  as  might  be  fit  for  the  support  of  the  govern- 
ment; and  second,  that  they  consider  the  fittest  way  for  rais- 
ing such  revenue. 

In  the  Frame  of  Government  of  Pennsylvania,  —  a  document 
rich  in  wisdom, —  which  was  drawn  up  in  1682-1683,  we  find  the 
beginning  of  the  provisions  so  common  at  the  present  time,  that 
taxes  are  to  be  levied  and  collected  by  general  laws  and  for 
pubUc  purposes  only.  The  old  Pennsylvania  law  reads  as 
follows : 

"  No  money  or  goods  shall  be  raised  upon,  or  paid  by,  any 
of  the  people  of  this  province  by  way  of  public  tax,  custom  or 
contribution,  but  by  a  law,  for  that  purpose  made;  and  who- 
ever shall  levy,  collect,  or  pay  any  money  or  goods  contrary 
thereunto,  shall  be  held  a  public  enemy  to  the  province  and  a 
betrayer  of  the  liberties  of  the  people  thereof." 

It  may  be  seen  from  T;his  that  the  colonial  charters  were 
usually  brief,  and  little  space  was  given  to  the  subject  of  taxa- 
tion. The  charters  were  not  drawn  up  by  the  delegates  of  the 
people  to  serve  as  restrictions  on  their  representatives;  they 
were  grants  of  power  by  those  in  authority  in  England  to  the 
people  in  the  provinces.  The  power  of  levying  and  collecting 
taxes  during  the  seventeenth  and  eighteenth  centuries  was  not 
obtained  as  a  rule  by  direct  grant,  but  rather  after  a  long  and 
hard  struggle  between  the  governor  and  assembly  in  which  the 
latter  —  the  direct  representatives  of  the  people  —  usually 
obtained  and  maintained  their  rights.  The  provisions  govern- 
ing taxation,  when  they  were  included  in  the  charters,  usually 
aimed  to  obtain  equality  and  equal  di8tril)ution  of  the  burden 
between  the  diflFerent  towns  and  assessment  districts,  and  forbade 
the  raising  of  any  revenue  unless  the  tax  was  levied  according 
to  law. 
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Constitutions  adopted  between  1776  and  1796.  —  When  the 
American  colonies  revolted  from  Great  Britain,  their  charters, 
as  we  have  seen,  contained  very  few  provisions  relating  to  taxa- 
tion, and  those  which  were  incorporated  were  rather  in  the 
nature  of  a  grant  of  the  power  to  levy  taxes  than  a  restriction 
on  that  right.  Some  of  the  colonies  like  Rhode  Island  and 
Connecticut  continued  for  some  time  under  their  charters,  but  a 
great  majority  of  them  adopted  constitutions  during  the  year 
1776  or  very  shortly  thereafter. 

Some  twenty-two  constitutions  were  adopted  during  this 
period,  and  less  than  half  of  them  contained  any  important 
provisions  relating  to  taxation.  The  constitutions  of  Mary- 
land, North  Carolina,  Massachusetts,  New  Hampshire,  Vermont, 
Pennsylvania  and  New  Jersey,  however,  did  contain  provisions 
on  this  subject. 

The  Maryland  constitution  adopted  in  1776  contained  two 
provisions  almost  identical  with  the  ones  adopted  in  the  con- 
stitution of  1867  which  still  remains  in  force.  The  original 
draft  adopted  in  1776  reads  as  follows: 

"  That  no  aid,  charge,  tax,  fee,  or  fees,  ought  to  be  set,  rated, 
or  levied,  under  any  pretence,  without  the  consent  of  the 
Legislature. 

"That  the  levying  (of)  taxes  by  the  poll  is  grievous  and 
oppressive,  and  ought  to  be  abolished ;  that  paupers  ought  not 
to  be  assessed  for  the  support  of  government ;  but  every  other 
person  in  the  State  ought  to  contribute  his  proportion  of  public 
taxes,  for  the  support  of  the  government,  according  to  his 
actual  worth,  in  real  or  personal  property,  within  the  State; 
yet  fines,  duties,  or  taxes,  may  properly  and  justly  be  imposed 
or  laid,  with  a  political  view,  for  the  good  government  and 
benefit  of  the  community." 

The  North  Carolina  constitution  adopted  during  the  same  year 
contained  the  provision  to  the  effect  that  the  people  of  the 
State  ought  not  to  be  taxed  or  made  subject  to  the  payment  of 
any  impost  or  duty  without  their  own  consent  or  that  of  their 
representatives  in  general  assembly  freely  given.  The  Massa- 
chusetts constitution  of  1780,  still  in  force,  guards  against  the 
same  danger,  and  states  that  no  subsidy,  charge,  tax,  impost  or 
duty  ought  to  be  established,  fixed,  laid  or  levied  under  any 
pretext  whatsoever,  without  the  consent  of  the  people  or  their 
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representatives  in  the  legislature.  The  two  New  Hampshire 
constitutions  of  1784  and  1792  contained  provisions  very  similar 
to  the  one  found  in  the  Massachusetts  constitution  of  1780. 
This  is  also  true  of  the  provisions  in  the  Vermont  constitutions 
of  1777,  1786  and  1793.  The  Vermont  provision  states  that 
no  part  of  a  man's  property  can  be  justly  taken  from  him,  or 
applied  to  public  use,  without  his  own  consent  or  that  of  the 
representative  body  of  the  freemen,  and  then  adds  these  two 
ideas:  first,  that  each  member  of  society  should  contribute 
his  proportion  toward  the  expenses  of  his  protection;  and  sec- 
ond, that  the  purpose  for  which  taxes  are  to  be  raised  ought  to 
appear  to  the  legislature  to  be  of  more  service  to  the  commu- 
nity than  the  money  would  be  if  not  collected. 

It  would  seem  that  this  second  provision  had  its  origin  in 
Pennsylvania  as  early  as  1776.  The  Pennsylvania  clause  reads 
as  follows:  "No  public  tax,  custom  or  contribution  shall  be 
imposed  upon,  or  paid  by  the  people  of  this  State,  except  by  a 
law  for  that  purpose :  And  before  any  law  be  made  for  raising 
it,  the  purpose  for  which  any  tax  is  to  be  raised  ought  to  appear 
clearly  to  the  legislature  to  be  of  more  service  to  the  community 
than  the  money  would  be,  if  not  collected;  which  being  well 
observed,  taxes  can  never  be  burthens." 

New  Jersey  took  a  somewhat  radical  departure  and  provided 
for  a  local  board  of  review  by  constitutional  enactment.  The 
townships  at  the  annual  town  meetings  for  electing  other  officers 
were  required  to  choose  three  or  more  judicious  freeholders  of 
good  character,  to  hear  and  finally  determine  all  appeals  rela- 
tive to  unjust  assessments  in  cases  of  public  taxation. 

The  main  idea  running  through  the  constitutions  of  this 
period  (1776-1796)  seems  to  be  that  taxes  should  not  be  laid  or 
levied  without  the  consent  of  the  people  or  their  representatives 
in  the  legislature.  Every  constitution  which  contains  any  im- 
portant provisions  relating  to  taxation  with  one  exception,  — 
New  Jersey,  —  contains  this  one.  We  would  naturally  expect 
to  find  this  provision  at  this  time  and  we  do  find  it.  In  addi- 
tion we  find  other  ideas,  theories  and  limitations  creeping  in. 
Vermont  advanced  the  idea  that  every  member  of  society  was 
bound  to  contribute  his  proportion  toward  the  expenses  of 
protection.     Maryland  went  a  little  beyond  and  maintained 
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that  every  person  ought  to  contribute  his  proportion  according 
to  his  actual  worth  in  real  and  personal  property,  —  a  clear 
statement  of  the  abiUty  theory  of  taxation.  In  addition  the 
Maryland  constitution  forbade  the  levying  of  taxes  by  the  poll 
and  held  that  taxes  might  properly  and  justly  be  imposed  to 
bring  about  better  government,  better  morals,  as  a  corrective 
as  well  as  a  means  of  raising  revenue.  Vermont  and  Penn- 
sylvania declared  that  the  purpose  for  which  any  tax  is  raised 
ought  to  appear  clear  to  the  legislature  to  be  of  more  service  to 
the  community  than  the  money  would  be  if  not  collected,  and 
finally  New  Jersey  provided  for  a  local  board  of  review. 

Constitutions  adopted  between  1796  and  1834.  —  During  this 
period  no  less  than  fifteen  constitutions  were  drawn  up  and 
ratified  by  the  people  of  the  several  States,  but  only  about  one 
half  of  them  contained  provisions  relating  to  the  subject  under 
consideration.  The  Tennessee  constitution  of  1796  marks  the 
beginning  of  the  period.  It  is  the  first  expression  of  the  rule 
so  common  at  the  present  time,  that  taxes  shall  be  uniform 
and  equal.  The  chief  consideration  was  given  to  land ;  no  one 
hundred  acres  was  to  be  taxed  higher  than  another  hundred,  and 
no  town  lot  higher  than  two  hundred  acres.  The  poll  tax 
was  also  valued  in  land,*and  no  freeman  was  to  be  taxed  higher 
than  one  hundred,  and  no  slave  higher  than  two  hundred,  acres. 
In  addition  to  this  no  article  manufactured  of  the  produce  of  the 
State  was  to  be  taxed  except  to  pay  the  inspection  fee. 

The  only  phase  of  the  subject  of  taxation  mentioned  in  the 
Ohio  constitution  of  1802  was  the  subject  of  poll  taxes,  and  they 
were  mentioned  only  to  be  forbidden  for  county  and  State 
purposes. 

Indiana  in  her  constitution  of  1816  simply  echoed  the  idea 
of  the  previous  period  by  stating  that  no  person's  property  was 
to  be  taken  for  public  use  without  the  consent  of  the  legisla- 
ture. The  present  constitution  of  Connecticut,  adopted  in 
1818,  contained  the  clause  then  as  now,  that  the  property  of 
no  person  shall  be  taken  for  public  use  without  just  compensa- 
tion. 

IlUnois  adopted  a  constitution  in  1818,  Alabama  in  1819, 
Maine  and  Missouri  in  1820,  and  it  is  in  these  constitutions  that 
we  find  the  true  characteristics  of  the  period.     In  Illinois  taxes 
2n 
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were  to  be  levied  by  valuation  so  that  each  and  every  person 
would  be  compelled  to  pay  taxes  in  proportion  to  the  value  of 
his  property ;  in  Alabama  the  provision  was  to  apply  only  to 
lands  liable  to  taxation;  in  Missouri  the  clause  was  broader  in 
its  application  and  included  all  property  subject  to  taxation; 
in  Maine,  when  the  constitution  was  adopted,  all  taxes  on  real 
estate  were  to  be  apportioned  and  assessed  equally  according 
to  a  just  valuation.  (This  section  was  amended  later  (1876)  so 
as  to  include  personal  estate.) 

During  this  period,  as  in  all  preceding  periods,  the  consti- 
tutional provisions  relating  to  taxation  are  very  brief  and 
very  general.  The  old  fear  that  taxes  might  be  levied  without 
the  consent  of  the  people  has  vanished  or  else  has  been  dispelled 
by  the  rule  that  all  bills  for  raising  revenue  must  originate  in 
the  House  of  Representatives.  The  thing  desired  is  that  taxes 
be  made  uniform  and  equal  upon  all  subjects  with  value  as  the 
basis.  During  this  period  land  and  real  estate  received  more 
attention  than  other  forms  of  property.  Other  problems,  like 
the  poll  tax  and  the  partial  exemptions  of  certain  kinds  of 
property,  are  given  slight  consideration  in  one  or  two  of  the 
States,  but  such  provisions  are  not  characteristic  of  the  period. 

Constitutions  adopted  between  18S4  and  1860.  During  this 
period  some  twenty-four  constitutions  were  adopted,  and  more 
than  three  fourths  of  them  contained  provisions  relating  to 
taxation.  These  provisions  are  characterized  by  two  things  in 
particular:  first,  a  declaration  of  what  property  and  occupa- 
tions shall  be  taxed  and  what  property  exempt;  and  second,  a 
statement  of  principles  and  rules  to  govern  the  actual  work  of 
assessment  and  taxation. 

Sometimes  all  property  was  taxable,  sometimes  all  except 
certain  specified  kinds;  sometimes  the  taxable  property  was 
enumerated  and  exceptions  made;  and  again  sometimes  the 
legislature  was  given  some  discretion  in  the  matter,  and  in  rare 
cases  the  entire  question  was  left  in  their  hands. 

The  California  constitution  stated  that  all  property  in  the 
State  was  to  be  taxed ;  the  Texas  constitution,  all  except  such 
as  two  thirds  of  both  houses  of  the  legislature  might  see  fit  to 
exempt;  and  the  Virginia  constitution,  all  except  such  as  a 
majority  of  all  the  members  elected  to  each  house  of  the  general 
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assembly  might  vote  to  relieve  from  the  burden.  The  Indiana 
and  Oregon  provisions  were  identical,  both  providing  for  the 
taxation  of  all  property,  both  real  and  personal,  with  the 
exception  of  certain  kinds  specially  exempt  by  law. 

The  Tennessee  constitution  of  1834  held  that  all  lands  liable 
to  taxation,  town  lots,  bank  stock,  and  slaves  between  the 
ages  of  twelve  and  fifty  were  taxable,  and  in  addition  such  other 
property  as  the  legislature  might  from  time  to  time  deem 
expedient.  The  Ohio  constitution  of  1851,  copied  so  carefully 
by  Minnesota  in  1857,  provided  for  the  taxation  of  all  real  and 
personal  property  and  enumerated  especially  moneys,  credits, 
investments  in  bonds,  stocks  and  joint  stock  companies,  and  in 
addition  provided  for  the  taxation  of  all  property  of  banks  and 
bankers  without  deduction.  Provision  was  made  for  the 
exemption  of  certain  enumerated  property  in  both  Ohio  and 
Minnesota. 

When  we  consider  the  question  of  exemptions  of  property,  we 
find  that  it  may  be  done  either  by  act  of  the  legislature  or  by 
direct  constitutional  provision.  When  exemption  by  direct 
constitutional  provision  is  made,  it  may  be  done  by  classes  or 
it  may  be  by  amounts. 

Under  the  Wisconsin  constitution  of  1848  the  legislature  was 
given  power  to  determine  what  property  should  be  taxable  and 
what  exempt;  under  the  Texas  constitution  of  1845  the  legisla- 
ture by  a  proper  vote  might  exempt  such  property  as  it  thought 
fit;  and  under  the  Virginia  constitution  of  1850  slaves  under  a 
certain  age  were  exempt  and  such  other  property  as  the  legis- 
lature might  deem  advisable. 

Only  two  constitutions,  the  Indiana  of  1851  and  the  Oregon 
of  1857,  are  identical  in  their  enumerations  of  the  kinds  and 
classes  of  property  which  are  to  be  exempt;  the  Illinois  con- 
stitution of  1848  and  the  Kansas  constitution  of  1859  are 
somewhat  similar;  and  the  Ohio  constitution  of  1851  and  the 
Minnesota  constitution  of  1857  are  much  alike,  —  the  latter 
constitution  in  each  case  being  the  more  specific  and  detailed. 
When  exemptions  are  made  in  these  constitutions,  some  four 
or  five  of  the  following  kinds  of  property  are  usually  mentioned, 
State,  county,  municipal,  educational,  library,  scientific,  re- 
ligious or  charitable. 
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Sometimes  a  certain  amount  of  property  might  be  exempt 
for  each  individual  or  family.  In  Ohio  and  Minnesota  personal 
property  not  exceeding  two  hundred  dollars  in  value  might  be 
exempt  for  each  individual;  in  Texas  household  furniture  or 
other  property  to  the  value  of  two  hundred  and  fifty  dollars 
might  be  exempt  for  each  family;  and  in  Kansas  personal 
property  to  the  extent  of  at  least  two  hundred  dollars  must  be 
exempt  for  each  family. 

Constitutional  provisions  providing  for  a  tax  on  occupations 
are  found  in  the  Southern  States  as  a  rule,  and  may  be  divided 
into  two  classes:  first,  those  having  the  broad,  general  provi- 
sions that  all  occupations,  trades  and  professions  may  be  taxed ; 
or  second,  those  which  enumerate  in  detail  just  what  occupations 
are  taxable.  The  Texas  constitution  of  1845,  the  Louisiana 
constitutions  of  1845  and  1852  belong  to  the  first  class,  and  the 
Tennessee  constitution  of  1834,  the  Arkansas  constitution  of 
1836,  and  the  Illinois  constitution  of  1848  belong  to  the  second 
class. 

The  question  of  poll  taxes  also  received  some  attention. 
In  Ohio  and  Maryland  they  were  declared  to  be  grievous  and 
oppressive,  forbidden  for  either  State  or  county  purposes  in 
the  former  and  allowed  under  no  circumstances  in  the  latter; 
in  Arkansas  they  were  allowed  only  for  county  purposes;  in 
Illinois  the  general  assembly  might  levy  a  poll  tax  whenever 
it  was  deemed  necessary;  and  in  Virginia  and  Tennessee  they 
must  be  levied,  in  Virginia  for  the  same  amount  as  on  land 
valued  at  $200,  and  in  Tennessee  the  manner  and  amount  was 
to  be  determined  by  law. 

During  the  same  period  provisions  were  made  for  the  levy 
of  the  income  tax  by  constitutional  enactment.  In  Louisiana 
(1845,  1852)  and  in  Texas  (1845)  the  legislature  and  in  Virginia 
(1850)  the  assembly  were  given  power  to  levy  an  income  tax. 

During  this  period  several  provisions  not  characteristic, 
but  nevertheless  worthy  of  note,  were  incorporated.  Among 
them  the  Iowa  provision  of  1846  and  the  Ohio  provision  of 
1851,  which  state  that  all  property  of  corporations  must  bo 
taxed  the  same  as  that  of  individuals;  and  the  two  Michigan 
provisions  of  1850,  —  the  one  stating  that  the  legislature  migiit 
provide  for  the  collection  of  specific  taxes  from  banking,  rail- 
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road,  plank  road,  and  other  corporations;  and  the  other,  re- 
quiring the  legislature  to  provide  for  an  equalization  of  taxes 
by  a  State  board. 

If  we  pass  from  the  question  of  what  property  and  occupa- 
tions are  taxable  and  what  property  exempt  to  the  question  of 
what  principles  and  rules  are  laid  down,  we  find  that  the  most 
common  rule  governing  the  levy  of  taxes  is  that  they  shall  be 
uniform  and  equal  and  according  to  value.  Sometimes  the 
uniform  and  equal  clause  is  omitted,  sometimes  the  value  clause 
is  omitted,  and  sometimes  the  wording  is  changed,  but  the 
meaning  is  always  the  same,  —  the  taxes  that  are  levied  are  to 
be  uniform  and  equal  and  according  to  value.  This  rule  is 
strengthened  in  several  ways.  Some  constitutions  contain 
the  provision  that  no  one  species  of  property  from  which  a  tax 
is  collected  shall  be  taxed  higher  than  another  species  of  prop- 
erty; others  that  taxes  shall  be  levied  by  valuation  so  that 
every  person  will  be  compelled  to  pay  in  proportion  to  the 
value  of  his  property.  A  few  constitutions  state  that  taxes 
shall  be  levied  according  to  law  or  else  that  they  shall  not  be 
levied  without  the  consent  of  the  legislature. 

Perhaps  the  most  famous  provision  of  the  period  is  the  Ohio 
uniform  rule  clause  adopted  in  the  constitution  of  1851,  which 
reads  as  follows :  "  Laws  shall  be  passed  taxing  by  a  uniform 
rule  all  moneys,  credits,  investments  in  bonds,  stocks,  joint 
stock  companies  or  otherwise;  and  also  all  real  and  personal 
property  according  to  its  true  value  in  money." 

This  provision  is  worthy  of  note  because  it  shows  the  ease 
with  which,  and  the  extent  to  which,  a  constitutional  provision 
may  spread  and  also  the  difficulty  of  repealing  it  even  when  it  is 
generally  admitted  to  be  contrary  to  the  best  interests  of  the 
State.  The  Ohio  provision  was  adopted  by  Minnesota  in  1857, 
by  Arkansas  in  1868,  by  North  CaroUna  in  1868  and  again  in 
1876,  and  in  a  modified  form  by  North  Dakota  in  1889.  In  each 
State  except  North  Dakota  it  was  copied  almost  word  for  word. 
Some  States  have  discontinued  its  use,  some  have  repealed  it, 
some  are  struggling  to  get  rid  of  it,  while  still  others  seem  to  bear 
the  burden  patiently.  The  Arkansas  constitution  of  1874 
did  not  contain  it,  the  Minnesota  amendment  passed  in  1906 
repealed  it  in  that  State,  but  it  may  still  be  found  in  the  constitu- 
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tion  of  Ohio  adopted  in  1851,  in  the  constitution  of  North  Caro- 
lina adopted  in  1876,  and  in  the  constitution  of  North  Dakota 
adopted  in  1889.  In  Ohio  three  attempts  have  been  made  to 
repeal  this  provision,  and  a  fourth  is  being  made  at  the  present 
time  (October,  1908). 

The  constitutional  provisions  of  this  period  are  more  numer- 
ous and  more  detailed  than  in  the  previous  period,  they  are 
placed  under  a  separate  heading  in  many  constitutions  and  not 
included  in  the  bill  of  rights  or  under  the  general  provisions 
as  formerly.  The  taxable  property  and  occupations  are  enu- 
merated and  the  property  exempt  from  taxation  listed.  The 
rule  that  taxes  shall  be  uniform  and  equal  and  according  to 
value  still  continues,  and  the  possibility  that  taxes  may  be 
illegally  laid  is  still  guarded  against. 

Constitutions  adopted  between  1860  and  1908.  —  The  period 
from  1860  to  the  present  is  characterized  by  constitutional 
provisions  more  numerous,  more  minute,  and  more  detailed 
than  during  any  previous  time.  In  many  instances  the  object 
is  the  same,  and  the  provisions  are  of  the  same  general  nature 
as  in  the  preceding  period.  The  following  items  are  important 
enough  to  be  considered  in  some  detail:  State  taxation,  limi- 
tations on  the  rate  of  taxation,  the  surrender  of  the  taxing  power, 
the  release  of  property  from  taxation,  taxable  property,  exempt 
property,  poll,  occupation,  income  and  inheritance  taxes, 
mortgage  taxation,  separation  of  the  sources  of  State  and  local 
revenue,  corporation  taxes  and  general  rules. 

The  provision  for  State  taxation  is  not  new  with  the  period, 
it  is  simply  carried  over  from  the  preceding;  and  although  it 
takes  many  different  forms,  the  meaning  is  always  the  same. 
Power  is  delegated  to  the  legislature  to  provide  by  law  for  an 
annual  tax  sufficient  with  other  resources  to  defray  the  ordinary 
expenses  of  the  State. 

With  this  grant  of  power  comes  its  limitations.  Taxes 
may  be  levied,  but  they  must  not  exceed  a  certain  rate.  Three 
forms  of  limitations  are  in  common  use  during  this  period:  first, 
the  rate  of  taxation  for  State  purposes  is  limited  to  a  certain 
definite  percentage  on  the  dollar  or  hundred  dollars;  second, 
the  total  maximum  rate  of  taxation  is  determined  and  in  addi- 
tion the  individual  rates  going  to  make  up  this  total  are  fixed, 
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but  some  of  them  may  be  raised  by  a  proper  vote  of  the  electors 
interested.  The  Oklahoma  constitution  of  1907  is  a  good  illus- 
tration of  such  a  provision.  Third,  the  maximum  rate  is  fixed 
and  is  to  decrease  a  definite  amount  each  time  the  assessed  value 
of  the  property  of  the  State  increases  a  definite  sum,  the  framers 
of  the  Constitution  laboring  under  the  erroneous  belief  that  the 
expenses  of  the  State  will  decrease  proportionally  as  wealth 
increases.  The  Idaho  and  Montana  constitutions  of  1889  are 
good  illustrations  of  such  provisions. 

In  several  States  the  right  of  the  legislature  to  surrender 
the  taxing  power  is  prohibited.  Sometimes  it  is  forbidden  by 
a  broad  general  statement,  as  in  the  California  constitution  of 
1879,  which  reads  as  follows:  "The  power  of  taxation  shall 
never  be  surrendered  or  suspended  by  any  grant  or  contract 
to  which  the  State  shall  be  a  party ; "  or  it  may  be  stated  in  the 
more  specific,  and  needless  to  say  the  more  common,  form,  that 
the  power  to  tax  corporations  and  corporate  property  shall 
never  be  surrendered  or  suspended  by  any  contract  or  grant 
to  which  the  State  is  a  party.  Another  very  common  limita- 
tion is  that  neither  the  county,  city,  town  or  other  municipal 
corporation,  nor  the  inhabitants  or  the  property,  should  be 
released  or  discharged  from  their  or  its  proportionate  share  of 
the  taxes  levied  for  State  purposes. 

Many  constitutions  consider  the  question  of  taxable  property. 
In  some  States  the  simple  provision  is  inserted  that  all  property 
shall  be  taxed,  in  others  that  all  property,  real  and  personal, 
be  taxed,  and  in  others  the  taxable  property  is  very  carefully 
enumerated. 

The  question  as  to  what  property  shall  be  exempt  receives 
more  attention  than  the  question  as  to  what  property  shall  be 
taxed.  During  this  period  it  is  also  true  that  the  property 
exempt  from  taxation  receives  more  attention  than  at  any  previ- 
ous time.  The  list  of  property  exempt  in  all  the  States  taken 
together  is  a  long  one,  but  by  omitting  details  it  may  be  briefly 
summarized  as  follows :  property  used  for  educational,  literary, 
scientific,  charitable,  religious,  agricultural  or  horticultural 
purposes,  as  well  as  the  property  of  the  United  States,  of  the 
State  or  its  minor  political  subdivisions.  In  addition  to  this 
several  interesting  exceptions,  less  common  but  of  considerable 
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importance,  should  be  noted.  In  several  States  the  property 
of  individuals  or  families  is  exempt  up  to  a  certain  amount ;  this 
amount  varies  from  one  hundred  dollars  per  householder  in 
California  to  one  thousand  dollars  per  family  in  Tennessee. 
Some  States  make  direct  provision  for  the  exemptions  of 
growing  crops  and  the  direct  products  of  the  soil  in  the  hand 
of  the  producer;  others,  in  their  endeavor  to  encourage  the  loca- 
tion of  factories  and  the  estabUshment  of  public  utihties,  exempt 
such  property  for  a  period  of  time. 

The  poll  tax  during  this  period  maintains  its  relative  impor- 
tance. The  amount  of  the  tax  and  the  people  upon  whom  the 
tax  may  be  levied  vary,  but  such  variations  are  minor  in  their 
importance.     The  tax  as  a  rule  is  levied  for  school  purposes. 

Provision  is  made  for  occupation  or  license  taxes  in  many 
of  the  States,  but  the  occupations  enumerated  in  the  law  are 
too  numerous  to  receive  detailed  consideration  here.  This 
method  of  taxation  is  more  prevalent  among  the  Southern 
States  than  among  the  Northern,  and  the  following  occupations 
are  typical:  peddlers,  hawkers,  auctioneers,  brokers,  mer- 
chants, showmen  and  jugglers.  In  some  States  such  taxes 
may  be  imposed  upon  all  persons  or  corporations  doing  business. 

The  constitutions  of  several  States,  mostly  Southern,  spe- 
cially provide  that  a  tax  may  be  imposed  on  incomes;  some- 
times special  provision  is  made  that  the  tax  may  be  graduated. 
In  Virginia  the  tax  is  limited  to  incomes  exceeding  six  hundred 
dollars  a  year,  and  in  North  Carolina  and  Tennessee  incomes 
derived  from  property  already  taxed  are  not  subject  to  the  law. 

The  inheritance  tax,  although  much  more  prevalent  in  the 
statutory  laws  of  the  different  States,  receives  less  attention 
in  the  constitutions  than  the  income  tax.  Alabama  permits  the 
levy  of  a  collateral  inheritance  tax  not  to  exceed  2|  per  cent; 
Louisiana,  a  10  per  cent  tax  on  collateral  and  a  3  per  cent  tax 
on  property  directly  inherited  if  the  value  exceeds  ten  thousand 
dollars;  Oklahoma,  both  a  direct  and  collateral  inheritance  tax 
either  of  which  may  be  graduated;  and  Minnesota,  a  tax  not 
exceeding  5  per  cent  on  all  property  inherited  above  a  definite 
fixed  limit  to  be  determined  by  law.  The  tax  in  Minnesota 
may  be  uniform,  graded  or  progressive. 

The  conutitutionB  of  three  States  consider  the  question  of 
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mortgage  taxation.  California  provides  for  their  taxation  as 
an  interest  in  the  real  estate  and  attempts  to  compel  each  party 
to  the  contract  to  pay  his  respective  share;  Maryland  gives  the 
general  assembly  power  to  provide  for  the  taxation  of  mort- 
gages as  property  and  the  debt  secured  by  such  real  estate 
in  the  county  or  city  where  the  security  lies;  and  Utah  simply 
permits  the  legislature  to  levy  the  tax. 

Virginia  and  Oklahoma  have  already  provided  for  the  separa- 
tion of  the  sources  of  State  and  local  revenue.  The  present 
Virginia  constitution,  adopted  in  1902,  contains  a  provision  which 
reads  as  follows:  "Nothing  in  this  Constitution  shall  prevent 
the  General  Assembly,  after  the  first  day  of  January,  nineteen 
hundred  and  thirteen,  from  segregating  for  the  purposes  of 
taxation,  the  several  kinds  or  classes  of  property,  so  as  to  specify 
and  determine  upon  what  subjects,  State  taxes,  and  upon  what 
subjects,  local  taxes  may  be  levied."  The  constitution  recently 
adopted  in  Oklahoma  has  a  similar  clause,  which  provides  that 
the  State  may  select  the  subjects  of  taxation,  and  levy  and 
collect  its  revenue,  independent  of  the  counties,  cities  or  other 
municipal  subdivisions. 

The  escape  or  the  fear  of  the  escape  of  corporate  property  led 
to  the  insertion  in  several  constitutions  of  the  clause  to  the 
effect  that  the  property  of  all  corporations  must  be  subject  to 
taxation  the  same  as  that  of  individuals. 

The  problem  of  assessing  and  taxing  corporations  belongs 
primarily  to  this  period,  and  several  States  have  special  con- 
stitutional provisions  relating  to  the  subject.  Railroads,  and 
corporations  depending  upon  and  connected  with  them,  receive 
the  most  attention;  but  other  corporations  are  not  entirely 
neglected. 

The  constitutional  clauses  relating  to  general  rules  of  taxa- 
tion have  not  undergone  any  material  changes  during  this 
period.  The  old  provisions  that  taxes  shall  be  uniform  and 
equal,  according  to  value,  levied  in  pursuance  of  law,  by  consent 
of  the  people  or  their  representatives  in  the  legislature,  for  public 
purposes,  and  under  general  law  may  still  be  found  even  more 
often  than  during  the  previous  period. 

Judging  from  the  constitutions  adopted  during  this  period 
the  tendency  at  the  present  time  is  for  the  constitutional  con- 
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ventions  to  learn  everything  new,  forget  nothing  and  let  noth- 
ing become  obsolete.  A  new  idea  is  incorporated  into  the 
statutes  of  some  State,  is  condensed,  and  made  a  part  of  some 
constitution  adopted  in  the  future.  It  is  true  New  York  has 
always  been  unencumbered  by  restrictions,  and  several  States, 
like  Connecticut,  Iowa  and  Massachusetts,  began  with  simple 
provisions  and  have  continued  in  their  use  even  until  the 
present  time.  Such  States  are  the  exception  and  not  the  rule. 
The  rule  in  most  States  is  to  incorporate  many  detailed  limita- 
tions upon  the  legislature  and  hedge  it  about  whenever  possible. 

In  addition  to  the  tendency  to  increase  the  number  of  re- 
strictions and  limitations  there  seems  to  be  a  tendency  to  add 
more  and  more  limitations  by  amendment.  During  the  last 
eleven  years  some  seventy-five  amendments  have  been  pro- 
posed, thirty-seven  have  been  approved  and  adopted,  twenty 
have  been  rejected  and  eighteen  are  still  pending.  Of  the  thirty- 
seven  adopted,  ten  related  to  exemptions,  six  to  a  tax  for  in- 
ternal improvements,  five  to  a  tax  for  educational  purposes, 
four  to  general  provisions  and  the  rest  were  scattered  among 
other  subjects. 

The  constitutional  amendments  pending  at  the  present  time 
may  be  summarized  as  follows:  constitutional  amendments 
providing  for  the  separation  of  the  sources  of  State  and  local 
revenue,  California  and  Missouri ;  for  the  substitution  of  general 
instead  of  specific  provisions.  South  Dakota,  Washington  and 
Ohio;  for  a  gross  receipt  tax  on  corporations,  California;  in- 
come taxes,  South  Dakota  and  Wisconsin;  inheritance  tax, 
South  Dakota;  for  a  limitation  on  the  tax  rate,  Montana  and 
Utah;  for  road  and  bridge  purposes,  Minnesota,  Missouri, 
Texas  and  Wisconsin;  for  the  repeal  of  the  mortgage  tax  law, 
California;  for  school  purposes,  Texas;  and  for  damage  from 
wind  and  hail,  Minnesota. 

Conclusion 

Generally  the  tendency  throughout  the  entire  period  —  from 
the  colonial  to  the  present  time  —  has  been  to  insert  provisions 
relating  to  taxation  into  the  constitutions  and  to  make  those 
provisions  more  and  more  specific,  detailed  and  restrictive  as 
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time  goes  on.  During  the  colonial  period  it  was  the  rare  ex- 
ception to  find  any  mention  of  the  subject  of  taxation  in  the 
charters.  The  constitutions  of  the  period  following  (1776- 
1796)  contained  a  few  such  provisions,  but  even  at  that  time 
more  than  half  of  them  were  without  clauses  relating  to  the 
subject.  During  the  following  period  (1796-1834)  the  ratio 
was  about  even,  but  after  the  latter  date  the  tide  turned  in  favor 
of  the  taxation  provisions,  and  from  1834  to  1860  more  than 
three  fourths  of  the  constitutions  adopted  contained  such  limi- 
tations. At  the  present  time  the  situation  which  existed  during 
the  colonial  period  is  reversed ;  now  it  is  the  rare  exception  for 
a  convention  to  draw  up  a  constitution  without  inserting  numer- 
ous clauses  relating  to  taxation.  The  exceptions  are  such  States 
as  Connecticut  and  New  York,  where  the  constitution  existing 
at  the  time  the  convention  met  was  unencumbered  by  re- 
strictions. 

The  entire  period  has  been  marked  by  a  gradual  growth  of 
general  provisions,  a  continuous  growth  from  the  general  to  the 
specific  and  a  rapid  growth  of  the  specific. 

In  addition  to  this  there  seems  to  be  a  tendency  on  the 
part  of  the  legislature  to  pass  more  and  more  amendments  and 
submit  them  to  the  people  for  their  approval  or  rejection. 
This  is  a  tendency  that  must  necessarily  follow  the  introduction 
of  specific  provisions,  —  provisions  that  will  not  permit  of  modi- 
fication by  the  enactment  of  statutory  law  but  must  be  changed 
outright. 

The  reason  for  these  provisions  may  be  easily  found.  The 
legislatures  of  many  of  the  States  proved  themselves  unworthy 
of  the  trust  imposed  in  them,  and  the  people  of  all  the  States 
became  more  or  less  distrustful  of  their  representatives. 

While  the  constitutional  limitations  may  have  been  wise 
and  up  to  date  when  introduced,  may  have  been  good  statu- 
tory law,  they  were  and  are  certain  to  be  outgrown.  There  is  no 
proof  that  any  provisions  are  absolutely  necessary,  that  any 
specific  detailed  provisions  are  at  all  to  be  desired  or  that 
anything  but  very  general  and  very  broad  provisions  are  wise 
and  beneficial.  Connecticut,  Iowa,  New  Jersey,  New  York, 
Rhode  Island  and  Vermont  have  brief  and  very  general  provi- 
sions which  practically  amount  to  no  restrictions  whatever. 
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Maine,  Maryland,  Massachusetts  and  Wisconsin  have  only  a 
few  general  and  specific  provisions,  the  specific  in  each  case 
being  of  minor  importance.  It  is  not  maintained  that  these 
States  have  the  best  tax  systems  in  the  Union  or  that  all  of 
them  have  good  ones,  but  it  can  be  stated  without  fear  of 
successful  contradiction  that  the  States  having  the  best  tax 
systems  are  among  the  States  mentioned.  Massachusetts  has 
always  been  looked  upon  as  a  model,  Wisconsin  is  ever  ready 
to  defend  her  system  as  being  the  equal  of  any  in  the  Union,  and 
New  York  and  Connecticut  are  well  up  among  the  leaders. 
None  of  the  States  mentioned  have  systems  as  wrong  in  theory 
and  as  unjust  in  practice  as  several  States  that  might  be  men- 
tioned which  have  section  after  section  of  restrictions  and 
limitations. 

There  is  no  proof  that  any  but  general  constitutional  provi- 
sions are  necessary.  There  are  several  reasons  why  specific, 
detailed  provisions  ought  never  to  be  incorporated.  Detailed 
and  minute  limitations  are  certain  to  be  outgrown,  thus  necessi- 
tating a  modification  or  a  complete  change.  Such  provisions 
stand  in  the  way  of  a  natural  development,  the  result  being  a 
dwarfed  or  warped  tax  system.  Many  tax  provisions  seem 
equitable  and  just  when  incorporated  into  the  constitution 
that  never  work  well  in  practice;  inevitably  the  result  is  that 
much  injustice  is  done  that  can  never  be  undone  until  the 
constitution  is  amended  and  the  hands  of  the  legislature 
unbound. 

There  are  few  legislatures  that  the  people  should  trust 
out  of  sight  and  hearing;  their  work  will  always  bear  inspection. 
The  remedy  is  not  to  incorporate  long,  detailed,  constitutional 
limitations  on  the  legislature  and  then  give  them  unlimited 
freedom  to  find  means  of  evading  the  law.  The  constitution  will 
not  protect  while  the  people  sleep.  The  best  protection  the 
people  can  have  is  their  own  protection.  The  legislature  should 
be  given  a  large  freedom,  the  constitutional  provisions  should 
be  general,  they  should  be  guides  and  not  positive  hindrances 
and  restrictions.  The  people  should  be  given  a  larger  voice  in 
leg^lative  matters  by  means  of  the  initiative ;  they  should  have 
a  right  to  pass  on  laws  through  the  power  of  referendum  and 
should  have  a  real  check  on  the  legislators  themselves  by  a  sane 
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and  careful  use  of  the  recall.  The  legislature  should  be  con- 
trolled by  a  living,  active  force,  a  thoroughly  awakened  people, 
through  the  initiative,  the  referendum,  the  recall  and  a  healthy 
pubUc  interest  in  all  things  affecting  the  State  and  not  by  fixed, 
narrow  constitutional  provisions. 

The  constitution  should  be  made  up  of  broad,  general  provi- 
sions; it  should  be  a  rudder  and  not  an  anchor. 


8p 
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Mr.  Edmund  Jackson  (Illinois) :  One  thought  has  struck  me, 
and  that  is  in  relation  to  the  suggestion  of  Attorney-General 
Bonaparte.  The  thought  seemed  to  have  been  treated  rather 
lightly,  but  it  seems  to  me  that  it  is  worthy  of  some  considera- 
tion in  this  respect:  does  any  one  know  of  an  article  of  mer- 
chandise for  sale  in  the  city  of  Toronto  or  any  other  city  that 
might  not  safely  be  assessed  on  that  plan.  Does  any  one  know 
of  a  manufactory  for  sale  that  might  not  be  assessed  on  that 
plan?  If  notes  and  bonds  and  mortgages  are  to  be  assessed, 
does  any  one  know  of  a  reason  why  they  might  not  be  safely 
assessed  on  that  plan  ?  I  can  readily  see  how  this  plan  would  be 
wholly  unfair  if  applied,  for  instance,  to  the  sale  of  a  person's 
homestead,  and  attempting  to  assess  that  in  that  manner,  be- 
cause while  our  homesteads  might  not  be  worth  on  the  market 
25  per  cent  of  what  we  ask  for  them,  still  we  would  not  care 
to  take  what  we  know  they  are  worth  on  the  market.  It  would 
not  do  to  apply  that,  for  instance,  to  heirlooms  that  are  worth 
many  times,  perhaps  a  hundred  or  a  thousand  times,  what  they 
would  sell  for  on  the  market.  Neither  do  I  know  of  any  sover- 
eign balm  on  the  earth  that  will  apply  in  general  terms  to  all 
classes  of  property.  There  is  no  such  rule  that  I  know  of.  So 
that  it  seems  to  me  that  this  rule  might  safely  be  applied  to  some 
classes  of  property.  I  don't  know  that  I  would  want  to  advo- 
cate it,  yet  I  don't  think  that  it  should  be  thrown  lightly  aside 
without  some  consideration,  in  view  of  the  eminence  of  its 
origin. 

Mr.  Brown  (Ohio) :  The  Parliament  of  New  Zealand  applied 
this  principle  to  land.  Men  who  wanted  to  raise  stock  selected 
large  quantities  of  land  in  that  country,  and  they  held  it  unim- 
proved in  order  that  they  might  have  a  low  rate  of  taxation. 
As  the  population  increased  there  were  no  lands  to  be  purchased. 
The  government  finally  decided  that  something  must  be  done, 
so  they  passed  a  law  requiring  every  landowner  to  assess  his 
own  land,  put  his  own  value  on  it  for  taxation,  with  the  condition 
that  within  the  period  that  the  tax  rested  upon  it  the  govern- 
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ment  might  take  it  at  that  price,  plus  10  per  cent.  The  result 
has  been  that  pretty  nearly  all  the  large  landowners  have  sold 
their  lands  and  have  gone  out,  and  the  populace  possess  the 
lands,  for  the  government  at  once  was  able  to  sell  the  lands  by 
putting  a  mortgage  upon  them,  due  in  one  hundred  years,  the 
mortgages  being  rapidly  taken  in  England  at  3  per  cent,  selling 
the  land  again  in  quantities  of  one  hundred  acres  to  any  person 
who  wanted  to  buy  and  who  would  pay  the  cost  and  the  interest. 
So  far  as  my  information  goes,  the  plan  has  worked  well. 

Judge  Leser  (Maryland) :  The  chief  objection  I  would  see 
to  it  would  be  the  great  inequality  in  the  assessment.  Suppose 
we  have  a  row  of  houses,  all  exactly  alike.  Each  man  puts  a 
different  asking  price  on  his  property,  and  according  to  this 
system  each  is  assessed  at  that  price.  What  would  become  of 
your  rules  of  equality  ?  That  is  the  first  point.  The  second  is, 
you  have  assessors;  you  have  machinery  for  other  people  to 
make  those  valuations.  We  are  trying  to  get  at  the  selling 
value  of  the  property.  The  property  owner  himself  is  not  the 
best  judge  of  that  always.  Usually  he  is  a  very  poor  judge. 
So  much  for  real  estate. 

As  to  personal  property,  the  idea  of  confiscating  that  which 
is  not  returned  —  so  far  as  intangibles  are  concerned,  such  as 
stocks,  bonds  and  the  Uke  —  it  is  simply  futile.  You  sell  at 
auction  some  imaginary  bonds  that  a  man  is  supposed  to  have 
and  did  not  return,  and  he  never  had  them.  So  far  as  mer- 
chandise is  concerned,  that  shifts  from  day  to  day,  it  might  be 
very  hard  to  fasten  it  on  a  man  as  to  what  date  he  spoke  of, 
particularly  where  the  tax  is  on  the  average  amount  on  hand 
and  not  on  the  actual  amount  on  a  specified  day.  I  see  a  tre- 
mendous practical  administrative  difhculty  in  the  way  of  any 
such  plan.  Yet  it  was  seriously  advanced,  and  while  the  gen- 
tleman has  great  eminence  now,  that  was  thirty  years  ago,  and 
he  was  not  so  eminent  then. 

Chairman  Falconer:  The  next  business  is  the  report  of 
the  Committee  on  Resolutions.  While  this  report  is  being 
prepared,  I  wish  to  take  the  opportunity  of  tlianking  the  Con- 
ference for  the  honor  they  have  done  me  in  electing  me  as  Perma- 
nent Chairman  and  to  say  how  much  I  regret  that  my  other 
duties,  especially  at  this  time,  have  been  so  insistent  that  it 
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has  been  impossible  for  me  to  be  present  very  often.  I  hope 
that  those  who  have  been  present  throughout  the  Conference 
will  feel  that  their  visit  to  Toronto  has  not  only  been  of  very 
high  value  to  them  from  a  practical  point  of  view,  but  that  their 
stay  among  us  has  also  been  a  very  pleasant  one.  I  may  say  on 
behalf  of  those  who  have  had  anything  to  do  with  the  enter- 
taining of  the  Conference  here  that  it  has  been  a  great  pleasure 
to  have  so  many  men  of  distinction  assembling  in  the  city. 
We  have  no  doubt  that  you  have  brought  to  the  city  a  great 
deal  that  we  perhaps  cannot  directly  estimate,  but  that  will 
be  of  permanent  value.  I  again  wish  to  thank  you  for  your 
great  courtesy  to  myself.  (Applause.)  Professor  Bullock,  are 
you  ready  to  report  ? 
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Professor  Bullock  :  Mr.  Chairman,  on  behalf  of  the  Com- 
mittee on  Resolutions  I  have  the  honor  to  present  the  follow- 
ing report,  and  by  way  of  introduction,  I  wish  to  state  that  in 
its  deliberations  the  committee  was  guided  by  one  principle, 
namely,  the  general  principle  that  it  is  unwise  to  move  in  this 
matter  of  resolutions  any  faster  than  the  Association  can  move 
with  substantial  unanimity.  In  carrying  out  this  principle 
the  committee  found  it  desirable  that  in  the  treatment  of  new 
questions  the  resolutions  adopted  should  be  of  a  general  char- 
acter, confined  to  matters  of  general  principle,  and  without  in 
most  cases  going  far  into  details  of  working  out  of  those  prin- 
ciples. It  was  felt  that  a  resolution  adopted  by  a  seriously 
divided  vote  would  not  carry  great  weight.  It  was  also  felt 
that  harmony  is  essential  to  the  development  of  the  work  of  the 
Association.  It  would  be  very  undesirable  to  commit  the  Asso- 
ciation to  any  propositions  on  which  there  was  not  substantia^ 
unanimity.  The  committee  aimed  to  embody  in  its  delibera- 
tions only  such  matters  as  appeared  to  it  likely  to  meet  the  sub- 
stantially unanimous  approval  of  the  Association.  May  I  ask 
if  it  is  the  pleasure  of  the  Convention  that  I  should  read  these 
resolutions  separately  for  separate  consideration,  or  that  I  shall 
read  all  of  them  and  then  have  them  taken  up  in  detail  ? 
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Chairman  Falconer  :  I  should  suppose  that  we  would  get  a 
better  view  of  the  whole  if  they  were  all  read  first,  and  give  more 
intelUgent  attention  to  the  detail  afterwards. 

Professor  Bullock  then  read  the  resolutions. 

Mr.  President  and  gentlemen,  those  resolutions  are  as  adopted 
unanimously  by  your  committee. 

Mr.  Sutro  (New  York)  moved  that  all  the  resolutions  as 
read  be  adopted  as  a  whole. 

This  motion  was  seconded  in  several  places  and  carried,  amid 
applause. 

Chairman  Falconer:   That  closes  this  matter. 

Professor  Bullock  :  That  will  complete  the  report  of  the 
Committee  on  Resolutions. 

The  Conference  then  adjourned. 

The  membership  of  the  Resolutions  Committee,  and  the 
full  text  of  the  resolutions  adopted,  are  printed  in  the  intro- 
ductory pages  of  this  volume  (pp.  24-27). 
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CANADIAN    METHODS    OF   TAXING 
CORPORATIONS 

Bt  Professor  James  Mayor 
University  of  Toronto,  Toronto,  Ont. 

The  powers  of  the  Parliament  of  Canada,  as  set  forth  in  the 
British  North  America  Act,  1867,  include  "  The  Raising  of  Money 
by  any  Mode  or  System  of  Taxation " ;  *  the  act  also  provides 
that  "  In  each  Province  the  Legislature  may  '  exclusively  make 
Laws  in  relation  to  (among  other  matters)  Direct  Taxation 
within  the  Province  in  order  to  the  Raising  of  a  Revenue  for 
Provincial  Purposes'";'  and  the  same  act  provides  that  the 
provincial  legislatures  "may  exclusively  make  Laws  in  relation 
to  the  Incorporation  of  Companies  'with  Provincial  Objects.'"  ' 

The  special  topic  of  this  paper  is  the  taxation  of  corporations, 
and  therefore  the  question  of  the  interpretation  of  the  phrase 
"Direct  Taxation"  need  not  be  discussed,*  further  than  to 
remark  that  a  tax  imposed  upon  mortgages  and  levied  upon  a 
financial  corporation  has  been  held  to  be  a  direct  tax,  although 
the  evidence  showed  that  the  corporation  collected  the  tax  from 
the  mortgagors;  that  it  has  been  held  that  a  provincial  legisla- 

»  30  «fe  31  Vict.,  c.  3,  sec.  91,  subsec.  3. 

'  Ibid.,  sec.  92,  subsec.  2.  •  Ibid.,  sec.  92,  subsec.  11. 

*  Since,  however,  the  phrase  has  given  rise  to  some  litigation,  the  following 
references  may  be  useful  to  those  who  desire  to  pursue  the  subject.  Lefroy, 
"The  Law  of  Legislative  Power  in  Canada,"  Toronto,  1897-1898,  pp.  705  et 
acq.,  and  p.  361  n. ;  Todd,  "Parliamentary  Government  in  British  Colonies," 
2d  ed.,  p.  564 ;  Dominion  Sessional  Papers,  1885,  No.  85,  p.  98 ;  Bank  of  Toronto 
V.  Lambe,  1  M.L.R.,  p.  122,  and  1  Q.B.,  p.  129.  Other  cases  are  cited  by  Lefroy, 
op.  cit.  Cf.  also  Story,  "The  Constitution  of  the  United  States,"  5th  ed..  Vol.  I, 
pp.  703-704.  ["The  American  decisions  as  to  what  are  'direct  taxes'  within 
the  United  States  Constitution  are  inapplicable  to  the  Constitution  of  the 
Dominion,"  Lefroy,  op.  cit.,  p.  720.] 
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ture  may  impose  a  license  fee  to  sell  liquors  within  the  Province, 
even  although  the  persons  upon  whom  it  was  imposed  might 
already  have  paid  a  license  fee  to  the  Dominion  authorities;  * 
and  that  it  has  been  held  that  a  provincial  legislature  may 
impose  a  tax  upon  banks  in  respect  to  their  paid-up  capital 
with  an  additional  sum  for  each  place  of  business.^  It  has  also 
been  held  that  the  Provinces  have  no  right  to  impose  "indirect 
taxation."  '  Although  there  appears  to  be  nothing  in  the 
British  North  America  Act  to  prevent  the  Dominion  Parlia- 
ment from  imposing  direct  taxation  upon  corporations,  the 
Dominion  revenue  has  hitherto  been  raised  without  resorting 
to  this  expedient,  with  a  single  exception.  "This  exception 
was  in  the  case  of  banks,  which  were  charged  1  per  cent  upon 
their  average  circulation  .  .  .  from  1867  till  1870  ...  by  the 
Dominion."  * 

The  taxation  of  corporations  is  thus  at  present  an  affair  of 
the  Provinces  and  of  the  municipalities.  For  some  years  after 
confederation  in  1867,  the  Provinces  experienced  no  difficulty 
in  obtaining  the  revenue  necessary  for  public  expenditures  from 
the  Dominion  subsidy  to  which  each  Province  was  entitled, 
and  from  the  income  from  public  lands,  minerals  and  forests. 

The  first  provincial  act  imposing  a  tax  upon  corporations  as 
such,  was  passed  in  regard  to  banks  by  the  legislature  of  Quebec 
in  1882 ;  the  municipalitiea  of  Ontario  were  entitled  under  an 
act  passed  in  1887,'  "to  levy  taxes  upon  the  income  derived 
from  individual  shareholders  from  bank  and  other  stock,  but 
they  were  not  permitted  to  levy  taxes  upon  the  capital  stock 
of  any  bank  or  similar  company."  '  The  policy  of  imposing 
special  taxes  upon  numerous  specified  classes  of  corporations 
practically  dates  from  the  Ontario  Act  of  1899.^     This  act 

*  Ontario  Appeal  Cases,  1897,  p.  231,  and  Lefroy,  p.  719. 

» Ibid,  and  Lefroy,  p.  717,  also  12  Appeal  Cases,  p.  675,  and  4  Cartwrlghts, 
7  (1887). 

»  Gwynne  T.  In  Rco<l  v.  Mousseau,  3  Cart.  (1883),  pp.  208-210,  and  Lefroy, 
op.  eit.,  p.  736.     See,  however,  for  a  contrary  view,  Lefroy,  op.  cit.,  p.  740. 

*  Mavor,  "The  Taxation  of  Corporations  in  Ontario,"  in  Journal  of  the  Cana- 
dian Bankrra'  Aaaociation,  Vol.  VII,  p.  333;  also  B.  E.  Wallier,  "A  History  of 
Bulking  inCann<in,"  'I'oronto,  1899,  pp.  38  rt  mq.     A  tiix  of  I  per  cent  had  also 

lovlcil  by  tlie  "Province  of  Canatlu,"  from  1841  till  1807. 

*  RavlMfl  HtatutcB  of  OnUrio,  1887,  c.  193,  sec.  7,  cl.  117. 
•Mavor,  op.  cU.,  p.  333.  ^  02  Vict.  (21,  c.  8  [1899]). 
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forms  the  model  of  subsequent  legislation  in  other  Provinces. 
It  is  therefore  necessary  to  recite  its  provisions  together  with 
the  amendments  of  the  act  effected  by  later  Ontario  statutes. 

The  act  imposed  on  behalf  of  the  Province  a  special  tax 
upon  banks,  loan  companies,  insurance  companies,  railways, 
telegraph  and  telephone  companies,  and  upon  gas  companies. 
The  taxes  are  assessable  upon  a  different  basis  in  each  case. 
The  following  are  the  chief  provisions  of  the  act  affecting 
corporations : 

Banks.  —  The  tax  is  imposed  (a)  upon  the  capital  stock  of 
the  bank,  whether  the  head  office  is  situated  within  the  Province 
or  not,  and  (b)  upon  each  office  or  branch  of  the  bank  within 
the  Province.  The  amount  of  the  tax  is  one  tenth  of  1  per  cent 
on  the  paid-up  capital  when  the  capital  is  $2,000,000  or  less, 
and  one  fortieth  of  1  per  cent,  or  $25  per  $100,000,  for  each 
$100,000  or  fraction  of  this  amount  in  excess  of  $2,000,000  up  to 
$6,000,000.  Every  bank  pays  an  additional  tax  of  $100  for 
each  principal  place  of  business,  and  $25  for  each  city,  town  or 
village  in  which  a  branch  is  maintained,  the  tax  being  levied 
upon  one  branch  only  in  each  place.  There  is  a  proviso  to  the 
effect  that  the  Lieutenant  Governor  may  reduce  the  amount 
of  the  tax  upon  banks  whose  head  office  is  not  in  Ontario, 
provided  the  business  done  by  the  bank  is  small.* 

The  Amending  Act  of  1906  ^  requires  the  banks  to  pay  the  tax 
upon  each  agency. 

The  Amending  Act  of  1908  provides  that  when  the  bank 
employs  in  Ontario  only  a  portion  of  its  capital,  and  has  not 
more  than  five  agencies  in  Ontario,  the  amount  of  the  tax  may 
be  reduced  by  the  Lieutenant  Governor-in-Council ;  but  the 
tax  shall  not  be  less  than  one  tenth  of  1  per  cent  of  half  the 
paid-up  capital. 

The  principal  questions  of  policy  which  arise  in  connection 
with  the  provincial  taxation  of  banks  are  these: 

1.  Since  the  banks  are  chartered  by  the  Dominion  and  not 
by  the  Provinces,  ought  the  Provinces  to  have  the  power  to 
tax  banks? 

2,  Since  nearly  all  of  the  banks  do  business  in  several  Prov- 
inces, is  there  any  justification  for  granting  to  each  Province 

>/6td.,  sec.  2,  subsecs.  1  (a)  and  (b).  '  6  Edw.  VII.,  c. 


588  STATE  AND   LOCAL  TAXATION 

the  right  to  tax  banks  upon  the  whole  of  the  capital  employed 
in  their  business,  whether  the  whole  of  that  capital  is  employed 
directly  within  the  Province  or  not  ? 

3.  Does  the  method  of  taxation  which  has  been  adopted 
constitute  an  inducement  to  banks  to  raise  funds  by  means 
other  than  by  paid-up  capital,  in  order  to  evade  the  tax  ?  If 
this  practice  were  to  become  general,  especially  in  the  case  of 
newly  established  banks,  would  the  effect  of  it  be  to  introduce 
discrimination  in  the  taxation  of  banks? 

1.  That  the  Provinces  have  the  power  to  tax  banks,  there  is 
no  manner  of  doubt.  If  they  abandoned  this  power  to  the 
Dominion  for  reasons  of  fiscal  uniformity  and  convenience,  the 
Provinces  must  inevitably  be  recouped  by  the  Dominion  either 
by  payments  in  the  form  of  an  increase  in  the  usual  subsidy  or 
by  some  plan  which  would  have  the  same  effect.  In  either 
case  the  control  of  the  public  over  expenditure,  ineffective  as 
it  now  is,  would  be  further  compromised  by  the  confusion 
of  financial  responsibility  —  the  taxing  body,  viz.  that  body 
which  incurs  the  odium  of  taxation  is  separated  from  and  has 
little  or  no  control  over  the  body  which  expends  the  funds  so 
collected.  This  principle  has,  however,  already  been  so  neg- 
lected in  the  fundamental  legislation  of  the  Dominion,  that 
insistence  upon  it  would  open  up  a  very  large  question. 

2.  The  second  point,  viz.  the  justification  of  granting  to 
each  Province  the  right  to  levy  a  tax  upon  banks  in  respect 
to  the  whole  of  their  paid-up  capital,  with  the  possible  result  of 
each  bank  having  to  pay  nine  taxes  upon  its  whole  capital,  is 
subject  to  the  same  considerations  as  the  first  point.  If,  in 
order  to  remove  the  tendency  to  double  or  multiple  taxation 
of  this  kind,  the  Dominion  resolved  to  take  over  the  power  of 
taxing  banks,  the  Provinces  would  naturally  demand  full  com- 
pensation. The  banks  might  or  might  not  be  required  by  the 
Dominion  Parliament  to  pay  in  one  sum  the  full  amount  of 
what  they  had  previously  been  paying  in  several  different 
sums.  The  extent  to  which  the  banks  were  required  to  con- 
tribute to  the  revenue  would  depend  upon  the  financial  exigen- 
ciea  of  the  time,  and  would  also  (Icpcnil  upon  the  pressure  which 
the  bankers  might  collectively  be  able  to  bring  to  bear  upon  the 
Dominion  government. 
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In  any  case  the  interests  of  the  Provinces  would  require 
that  they  should  not  suffer  financially  by  any  readjustment 
of  taxation. 

On  the  academic  justification  of  this  form  of  multiple  taxa- 
tion, much  has  been  said  on  both  sides.  Professor  Seligman, 
as  I  understand,  is  altogether  opposed  to  it;  while  Professor 
Westlake,  for  example,  takes  the  opposite  view. 

From  the  standpoint  of  practice,  much  depends  upon  the 
amount  of  the  tax.  If  the  tax  is  small  in  proportion  to  the 
total  earnings  of  the  banks,  there  will  be  natural  disinclination 
to  resist  the  payment  of  it.  If,  however,  the  tax  were  becom- 
ing a  heavy  one,  the  alleged  faults  in  principle  would  inevitably 
be  urgently  pointed  out. 

"  It  is  quite  true  that  the  capital  of  a  bank  and  the  total 
assets  of  it  are  important  factors  in  its  business  at  each 
individual  branch,  since  people  trust  it  or  do  not  trust  it 
according  to  its  general  standing  and  according,  let  us  say, 
to  the  amount  of  its  capital,  but  it  would  be  straining  this 
point  to  suggest  that  therefore  its  total  capital  was  em- 
ployed at  each  individual  branch  and  was  therefore  liable 
to  be  taxed  at  each  individual  branch,  no  matter  how  many 
there  might  be." 

A  bank  having  its  head  office  in  a  Province  might  with  justifi- 
cation be  called  upon  to  pay  a  tax  in  respect  to  the  whole  of  its 
capital,  whether  it  was  employed  in  the  Province  or  not,  and 
with  justification  also  it  might  be  called  upon  to  pay  in  another 
Province  a  tax  upon  that  portion  of  its  capital  which  might  be 
regarded  as  employed  within  that  Province.  Even  here,  how- 
ever, there  would  be  "double  taxation." 

There  are  two  correctives  to  abuse  of  taxing  powers  in  this 
connection.  One  of  these  correctives  is  obvious  in  its  action, 
the  other  is  inevitably  obscure,  though  none  the  less  real. 

1.  Any  Province  which  overtaxed  the  head  offices  of  banks 
would  speedily  lose  them. 

2.  Any  Province  which  overtaxed  the  capital  of  banks  would 
drive  out  some  of  them  and  there  would  thus  be  a  local  ten- 
dency towards  diminution  of  banking  facilities  and  towards  an 
advance  in  the  rate  of  interest.     So  also  the  tax,  if  it  were  con- 
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siderable,  would  enter  as  an  element  into  the  calculations  of 
existing  banks  which  might  desire  to  extend  their  operations, 
as  well  as  into  those  of  groups  of  capitalists  who  might  desire 
to  establish  new  banks.  It  remains  to  be  pointed  out  that  al- 
though such  a  tax  as  that  presently  levied  by  Ontario  and  other 
Provinces  is  ostensibly  a  tax  upon  capital,  it  is  really  a  deduc- 
tion from  income,  although  it  does  not  fluctuate  with  that 
income;  and  also  that  if  the  banks  elected  to  deduct  the  amount 
of  the  tax  from  the  dividends  payable  to  their  shareholders  each 
year,  the  inducement  to  provide  banking  capital  would  be  by 
so  much  diminished.  The  double  liability  of  the  Canadian 
banking  system  already  acts  as  a  considerable  deterrent  to 
investment  in  bank  stock,  and  heavy  taxation  must  necessarily 
act  as  a  further  deterrent. 

Insurance.  —  Under  the  Ontario  Insurance  Act,  insurance 
companies  practicing  in  Ontario  were  required  to  contribute 
to  the  provincial  revenues  the  aggregate  sum  of  $3000  a  year, 
which  was  to  be  levied  upon  the  licensed  companies  by  con- 
tributions pro  rata  according  to  the  gross  amount  at  risk  on  the 
31st  of  December  in  each  year.  The  act  of  1899  provides 
that  "every  insurance  company  which  transacts  business  in 
the  Province  of  Ontario  shall  pay  a  tax  of  1  per  cent,  and  every 
other  insurance  company,  a  tax  of  two  thirds  of  1  per  cent  of 
the  gross  premiums  received  by  the  company  during  the  pre- 
ceding year."  Where  a  foreign  company  receives  in  gross 
premiums  less  than  $20,000  a  year,  and  where  such  company 
lends  money  or  has  invested  in  the  Province  $100,000  or  more, 
a  tax  of  1  per  cent  is  levied  on  the  gross  premiums  and  of  .25 
per  cent  upon  the  income  from  investments.  Deduction  is 
permitted  from  the  gross  premiums  earned  in  respect  of  re- 
insurance; and  the  above-mentioned  contribution  levied  under 
the  In.surance  Act  is  permitted  to  be  deducted  from  the 
gross  amount  of  the  tax  payable  by  the  company.  In  the 
Amending  Act  of  1900,'  the  inferior  limit  of  $100,000  is 
canceled. 

Ijoan  Companies.  —  Jjoan  companies  transacting  business  in 
Ontario  are  required  by  the  act  of  1899  to  pay  a  tax  as 
follows: 

>  63  VIot.,  c.  6. 
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(a)  Companies  with  fixed  or  permanent  paid-up  capital 
pay  $65  per  $100,000  or  fraction  of  this  amount. 

(6)  Companies  having  only  terminating  or  withdrawable 
capital  pay  upon  the  amount  of  such  capital  at  the  same 
rate,  but  only  when  the  capital  exceeds  $100,000. 

(c)  In  the  case  of  loan  companies  whose  headquarters  are 
in  Great  Britain,  the  tax  is  levied  upon  that  part  of  the 
funds  of  the  company  which  is  employed  in  Canada  (not 
merely  in  Ontario). 

The  Amending  Act  of  1900  *  provided  that,  instead  of  $65  per 
$100,000,  over  and  above  the  first  $100,000,  companies  of  the 
second  group  [(b)  in  clause  quoted  above]  pay  65  cents  per 
$1000  for  amounts  of  terminating  or  withdrawable  capital  over 
and  above  the  first  $100,000. 

The  provision  in  the  case  of  loan  companies  with  headquar- 
ters in  Great  Britain  is  altered  by  the  Amending  Act  to  the  extent 
that  such  companies  pay  only  in  respect  to  funds  employed  in 
Ontario ;  and  the  provision  is  extended  to  loan  companies  having 
their  head  offices  in  other  Provinces  in  Canada,  the  whole  being 
left  to  the  discretion  of  the  Lieutenant  Governor-in-Council. 

Trust  Companies.  —  Every  trust  company  which  transacts 
business  in  the  Province  of  Ontario  is  required  to  pay  a  tax  of 
$250  where  the  capital  is  $100,000  or  less,  and  $65  per  $100,000 
on  every  such  amount  or  fraction  of  such  amount.  Where  the 
gross  profits  of  the  company  are  over  $25,000  per  annum,  the 
company  pays  a  further  sum  of  $500  per  annum,  interest  on 
its  paid-up  capital  not  being  reckoned  in  the  amount  of  "  gross 
profits." 

Railways.  —  Under  the  act  of  1899,  every  railway  was  re- 
quired to  pay  a  tax  of  $5  per  mile  for  mileage  within  the  Prov- 
ince, the  measurement  not  including  switches,  nor  double 
measurement  in  case  of  double  track.  Electric  railways  were 
exempted.  The  Amending  Act  of  1900  provided  that  in  the 
case  of  a  railway  line  being  used  by  more  than  one  railway 
company,  the  total  tax  should  not  exceed  $5  per  mile  of  line. 
Under  the  further  Amending  Act  of  1908,^  every  company 

»  63  Vict.,  c.  6,  cl.  4. 

2  Following  the  Report  of  Ontario  Commission  on  Railway  Taxation,  1905. 
Toronto,  1905. 
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owning,  operating  or  using  a  railway  is  required  to  pay 
a  tax  of  $60  per  mile  for  one  track  and  $20  per  mile  for  each 
additional  track  in  any  organized  county;  and  $40  and  $10 
respectively  for  lines  built  in  unorganized  counties.  If 
the  line  is  not  more  than  150  miles  in  length,  the  tax  is  $15 
per  mile  and  $5  per  mile,  respectively;  and  where  the  line 
is  not  more  than  30  miles  in  length,  $10  and  $5  per  mile 
respectively. 

Street  Railways.  —  Street  railways  are  also  taxed  upon  the 
principle  of  mileage.  The  rate  is  $20  per  mile  for  a  track  not 
exceeding  20  miles,  $35  per  mile  when  the  track  exceeds  20  miles, 
but  does  not  exceed  30  miles;  $45  per  mile  when  the  line  ex- 
ceeds 30  miles,  but  does  not  exceed  50  miles;  and  $60  per  mile 
when  the  line  exceeds  50  miles.  Double  track  counts  as  2  miles 
of  single  track.  These  provisions  are  confirmed  in  the  act  of 
1908.  The  form  of  the  mileage  principle,  which  has  been 
adopted  in  this  case,  has  the  advantage  of  simplicity  and  cer- 
tainty ;  but  it  has  the  disadvantage  of  tending  to  check  exten- 
sion of  lines  unless  the  new  lines  can  be  depended  upon  to  pay 
the  increased  tax  over  the  whole  system  as  well  as  the  rent. 
For  example,  a  street  railway  of  50  miles  in  length  pays  $2250 
per  year,  but  a  line  of  51  miles  in  length  pays  $3060  per  year,  or 
$810  a  year  for  the  last  mile  of  line,  in  addition  to  the  rent 
payable  to  the  municipality.  In  the  case  of  Toronto,  the  tax  is 
approximately  10  per  cent  of  the  annual  rent.  The  rent  does 
not,  however,  constitute  the  whole  of  the  payment  on  account 
of  the  franchise,  the  additional  payment  varying  with  the 
traffic.  The  street  railway  tax,  as  above  described,  is  not  an 
elastic  tax.  It  increases  with  the  length  of  the  line  up  to  a 
certain  point ;  but  it  does  not  vary  with  the  earning  power  of 
the  line.  Had  the  tax  been  based  either  upon  the  gross  or  the 
net  receipts,  the  provincial  revenue  would  be  benefited  by  the 
constantly  increasing  revenue  of  the  companies,  owing  to  the 
growth  of  urban  population. 

Telegraph  Companies.  —  The  owners  of  a  telegraph  line 
within  the  Province  and  the  company  which  operates  the  line 
are  each  jointly  and  severally  liable  for  one  tenth  of  1  per  cent 
upon  their  paid-up  capital.  This  provision  was  confirmed  by 
the  act  of  1908. 
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Telephone  Companies.  —  Telephone  companies  pay  one 
eighth  of  1  per  cent  upon  their  paid-up  capital. 

Gas  and  Electric  Lighting  Companies.  —  Such  companies  pay- 
one  tenth  of  1  per  cent  on  their  paid-up  capital.  Municipal 
plants  are  exempted. 

Natural  Gas  Companies.  —  Companies  exploiting  natural 
gas  in  Ontario  pay  a  tax  (practically  a  license  fee)  of  $6500  a 
year,  whether  they  produce  or  transmit  the  gas,  and  in  addition 
pay  a  percentage  upon  their  gross  receipts.  Small  domestic 
companies  are  exempted. 

Express  Companies.  —  These  companies  pay  a  tax  of  $800 
for  the  first  400  hundred  miles  over  which  they  operate,  and  an 
additional  $125  for  every  additional  400  miles  or  fraction  of  this 
distance. 

Sleeping  and  Parlor  Car  Companies.  —  Such  companies  pay 
a  tax  of  one  third  of  1  per  cent  upon  the  capital  invested  in 
rolling  stock  used  in  Ontario  during  the  preceding  year. 

The  Ontario  Act  of  1899  and  the  amending  acts  are  very 
evidently  the  result  of  a  series  of  compromises.  There  is  no 
uniformity;  the  most  varied  methods  of  taxation  are  adopted. 
It  is  almost  impossible  to  determine  whether  or  not  any  par- 
ticular class  of  corporation  is  unduly  favored  or  unduly  op- 
pressed. 

The  net  result  of  the  legislation  is  that  more  than  one  half  of 
the  revenue  received  under  it  is  derived  from  railways,  rather 
less  than  10  per  cent  from  banks,  about  15  per  cent  from  life 
insurance  companies,  rather  more  than  5  per  cent  from  fire  in- 
surance companies,  about  4  per  cent  from  loan  companies, 
about  1  per  cent  from  trust  companies,  1^  per  cent  from  gas 
and  electric  lighting  companies  and  about  1^  per  cent  from 
street  railway  companies.  The  total  revenue  from  the  cor- 
poration taxes,  as  above  enumerated,  is  now  about  $700,000  a 
year. 

The  act  of  1899  does  not  affect  the  liability  of  corporations 
to  municipal  taxation  excepting  in  so  far  as  has  been  noticed. 
The  Amending  Act  of  1900  was  retrospective  in  its  action  to  the 
extent  of  one  year.  It  must,  therefore,  be  taken  in  effect  as 
part  of  the  Substantive  Act. 

Mines.  —  Up  till  1906,  taxation  upon  mines  assumed  the 
2q 
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form  of  mining  royalties  payable  to  the  Province.  Under  the 
Act  of  6  Edw.  VII.,  these  royalties  were  abandoned.  The 
Act  of  1907  (7  Edw.  VII.,  c.  9)  provided  for  the  establishment 
of  a  new  mine  tax.  Every  mine  in  the  Province  of  Ontario,  the 
annual  profits  of  which  exceed  S10,000,  pays  an  annual  tax  of 
3  per  cent  upon  the  excess  of  profits  above  the  sum  of  $10,000. 
The  profits  are  estimated  by  taking  the  gross  receipts  and  de- 
ducting therefrom  the  cost  of  transportation,  working  expenses, 
cost  of  light  and  power,  food  and  provisions,  explosives,  fuel, 
etc.,  insurance,  depreciation  of  plant  and  work  done  in  sinking 
new  shafts.  There  is  no  deduction  for  interest  paid  or  for 
dividends,  nor  for  cost  of  plant,  etc.,  nor  for  depreciation  in  the 
value  of  the  mine. 

Holders  of  mining  rights  also  pay  an  acreage  tax  of  two  cents 
per  acre. 

Under  the  same  act,  natural  gas  companies  pay  a  tax  of 
two  cents  per  1000  feet.  As  an  offset  to  the  impositions  upon 
corporations,  the  Province  gives  a  bonus  in  the  form  of  the 
remission  of  the  tax  upon  natural  gas  when  it  is  used  in  the 
smelting  of  iron  ore  in  Canada. 

Municipal  Taxation  in  Ontario 

It  is  now  necessary  to  examine  the  municipal  taxation  sys- 
tem of  Ontario  in  respect  to  the  taxation  of  corporations. 

Within  recent  years  two  commissions  of  inquiry  into  munici- 
pal taxation  have  been  appointed  by  the  Ontario  government. 
The  first  of  these  commissions  issued  its  report  in  1893;  ^  and 
the  second  in  1901  and  1902.' 

A  bill  embodying  the  recommendations  of  the  latter  com- 
mission was  appended  to  its  report,  but  action  was  not  taken 
by  the  provincial  legislature  until  1904,  when  the  Assessment 
Act  of  that  year '  was  passed. 

The  amount  of  taxation  being  determined  from  year  to  year 
by  the  municipalities,  the  act  provides  only  for  the  method  of 
assessment. 

•  8*«R«portof  thoCommiH«lonon  Municipal  Tiixnt ion,  1803.     Toronto,  1893. 

•  8e«  R«portM  of  tlm  Ontnrio  AiMosiiinunt  ConuniHniun,  lOUl  and  11M)2. 
Toronto,  1001  and  1002. 

•  4  Edw.  VII..  c.  23. 
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The  clauses  which  affect  joint  stock  companies  also  afifect 
individuals,  with  the  exception  of  those  clauses  which  provide 
for  the  exemption  of  certain  companies  from  municipal  taxa- 
tion. Such  exemptions  and  others  affecting  joint  stock  com- 
panies and  individuals  alike  are  as  follows: 

(a)  Joint  stock  companies  which  are  formed  for  the  pur- 
pose of  erecting  exhibition  buildings  are  exempt,  if  the 
municipality  concerned  consents. 

(b)  Dividends  or  income  from  stock  held  by  any  person 
or  incorporated  company,  the  income  of  which  is  liable  to 
assessment  in  the  Province,  are  exempted. 

(c)  Rent  or  other  income  derived  from  real  estate,  except 
interest  on  mortgages,  is  also  exempted. 

(d)  Fixed  machinery  used  for  manufacturing  purposes 
is  not  assessed  for  municipal  taxation. 

All  joint  stock  companies  (with  exemptions  as  in  (a)  above) 
which  own  land  within  the  municipality  are  taxed  in  respect 
to  it;  and  in  addition  are  taxed  in  respect  to  land  "occupied  or 
used"  by  them  within  the  municipality  "for  the  purpose  of  any 
business  mentioned  or  described  in  the  relative  section  is  as- 
sessed for  a  sum  to  be  called  '  Business  Assessment '  to  be  com- 
puted by  reference  to  the  assessed  value  of  the  land  so  occupied 
or  used."  The  "relative  section"  referred  to  is  summarized  in 
the  following: 

1.  Distillers  pay  on  150  per  cent  of  the  assessed  value  of  the 
land  occupied. 

2.  Brewers  pay  on  75  per  cent  of  the  assessed  value  of  the 
land  occupied,  excepting  on  the  land  occupied  by  their  malting 
house,  on  which  they  pay  on  60  per  cent. 

3.  Wholesale  merchants,  insurance  companies,  loan  com- 
panies, trust  companies,  express  companies,  land  companies, 
banks  and  any  financial  business,  pay  on  75  per  cent  of  the 
assessed  value  of  the  land. 

4.  Manufacturers  pay  on  60  per  cent  of  the  assessed  value 
of  the  land  occupied,  and  in  the  event  of  their  being  wholesale 
dealers  they  are  not  liable  for  the  tax  imposed  on  that  class. 

5.  Departmental  stores,  retail  merchants  dealing  in  more  than 
five  branches  of  retail  trade,  where  the  assessed  value  of  the 
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premises  exceeds  $20,000,  coal,  wood  and  lumber  dealers, 
clubs,  etc.,  pay  on  50  per  cent  of  the  assessed  value  of  the 
land. 

6.  Hotels,  etc.,  pay  on  25  per  cent  of  the  assessed  value  of 
the  land. 

7.  Telegraph  and  telephone  companies,  electric  and  street 
railways,  companies  for  the  transmission  of  oil,  water,  steam, 
heat,  gas  or  electricity  for  purposes  of  light  or  power,  pay  on  a 
sum  equal  to  25  per  cent  of  the  assessed  value  of  the  land  (not 
being  a  road,  street,  lane  or  public  place  or  water  or  private 
right  of  way)  occupied  or  used,  exclusive  of  the  value  of  any 
machinery,  plant  or  appliances. 

There  is  a  minimum  assessment  of  $250.  Shipowning  and 
steam  railway  companies  are  excluded  from  the  category  of 
commercial  businesses. 

Incomes  derived  from  the  businesses  in  question,  dividends 
from  corporations  otherwise  assessed  and  premiums  of  insurance 
companies  are  not  assessable.  The  business  tax,  though  based 
upon  the  assessed  value  of  the  land,  does  not  constitute  a  charge 
upon  the  land  occupied,  and  is  thus  a  personal  tax. 

The  income  of  an  incorporated  company,  where  such  income 
is  assessable,  is  assessed  against  the  company  at  its  head  office, 
or  if  the  company  has  no  head  office  in  Ontario,  at  its  chief  place 
of  business  in  the  municijmlity. 

Telegraph  and  Telephone  Companies.  —  In  addition  to  the 
business  assessment,  telephone  companies  are  assessed  upon 
60  per  cent  of  the  amount  of  their  gross  receipts  in  the  city, 
town,  village  or  police  village.  In  cities  having  a  population  of 
over  100,000  they  are  assessed  upon  75  per  cent  of  their  gross 
receipts. 

Telephone  companies  are  assessed  in  every  township  for  one 
ground  circuit  or  metallic  circuit  at  the  rate  of  $135  per  mile, 
and  $7.50  for  each  additional  circuit.  Wires  which  do  not  exceed 
25  miles  in  length  are  exempted. 

Telegraphs  are  assessed  on  50  per  cent  of  their  gross  receipts, 
and  $40  per  mile  for  one  wire  and  $5  per  mile  for  each  additional 
wire,  wires  which  do  not  exceed  25  miles  in  length  being  ex- 
cluded. Such  companies  are  exempt  from  taxation  in  town- 
nhips  in  respect  to  other  property.     Where  the  wires  are  on 
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boundaries  between  two  townships,  the  companies  pay  one  half 
of  the  assessed  tax  to  each  township. 

Such  taxes  form  a  lien  on  all  lands  belonging  to  the  company 
in  the  municipality. 

The  companies  are  required  to  furnish  the  provincial  Secre- 
tary and  the  assessment  commissioner  of  each  municipality 
with  a  statement  showing  the  gross  receipts  in  each  city,  town, 
village  and  police  village  in  the  Province,  and  the  length  of 
wires  in  each  township. 

Every  corporation  whose  dividends  are  liable  to  taxation 
against  the  shareholders  as  income  is  required  to  furnish  a  list 
of  such  shareholders  in  each  locality. 

Except  in  the  case  of  "mineral  lands,"  real  property  is 
assessed  at  its  "actual"  value. 

Railways.  —  Every  steam  railway  is  required  to  transmit 
to  the  clerk  of  every  municipality  a  statement  showing: 

(a)  The  quantity  of  land  occupied  by  the  roadway  with 
its  actual  value,  according  to  the  average  value  of  land 
in  the  locality  as  rated  in  the  assessment  roll  of  the  previous 
year. 

(6)  The  vacant  land  not  in  actual  use  by  the  company, 
and  the  value  of  it. 

(c)  The  value  of  other  real  property  in  occupation  by 
the  company. 

The  land  is  to  be  valued  by  the  assessor  separately  from  the 
structures  upon  it.  The  latter  are  to  be  valued  at  "  their  actual 
cash  value,"  as  they  would  be  appraised  upon  a  sale  to  another 
company  possessing  similar  powers.  Railway  companies  are 
not  assessable  for  municipal  taxes  upon  telephone  and  telegraph 
poles  and  wires  used  for  purposes  of  running  trains,  nor  are 
they  assessable  for  rolling  stock. 

Railway  companies  are  exempted  from  other  municipal  taxes 
excepting  for  local  improvements.' 

Manufacturing  Companies.  —  Factory  machinery  is  exempted 
from  the  general  civic  rate. 

It  is  now  necessary  to  survey  the  systems  of  taxation  of  the 
Provinces  of  the  Dominion  other  than  Ontario. 

•  Railway  and  other  companies  are  also  frequently  given  special  exemption 
from  all  municipal  taxation  for  specified  terms  of  years. 
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Quebec 

The  current  act  respecting  the  taxation  of  corporations  was 
passed  in  1906.  The  act  is  entitled  "An  Act  imposing  taxes 
upon  commercial  companies,  partnerships,  associations,  firms 
and  persons."  ^  It  applies  to  the  following  companies  doing 
business  in  the  Province  of  Quebec,  whether  in  their  own  name 
or  through  agents : 

1.  Every  incorporated  company  carrying  on  any  labor,  trade 
or  business. 

2.  Every  banking,  insurance,  loan,  navigation,  steamship, 
telegraph,  telephone,  express,  city  passenger  railway  or  tram- 
way, railway  and  trust  company,  whether  incorporated  or  not. 

3.  "Every  partnership,  association,  firm  or  person  whose 
chief  office  ...  is  outside  the  Dominion  of  Canada,"  is  re- 
quired to  pay  annually  taxes  specified  in  subsequent  clauses. 

The  exceptions  are  companies  publishing  newspapers  or 
periodicals,  societies  or  establishments  for  the  manufacture 
of  butter  or  cheese,'  the  Dairy  Association,'  mutual  insurance 
societies,*  bridge  companies,  drainage,  agricultural  or  coloniza- 
tion companies.  Mutual  building  societies  are  excluded  from 
the  category  of  loan  companies,  but  other  building  companies 
are  included.  "Trust  companies"  include  safe  deposit  com- 
panies. Mutual  insurance- companies  practicing  the  assessment 
and  premium  note  system  are  exempted.  The  amount  of  the 
tax  upon  all  incorporated  companies  is: 

(a)  One  eighth  of  1  per  cent  upon  the  amount  of  the 
paid-up  capital  to  $1,000,000  inclusively,  and  $50  for  each 
$100,000  or  fraction,  for  all  sums  over  $1,000,000. 

(ft)  An  additional  tax  for  each  place  of  business,  factory, 
or  workshop  in  the  cities  of  Montreal  or  Quebec,  and  $20 
in  other  places. 

(c)  While  the  minimum  tax  is  $50,  the  Lieutenant  Gov- 
ernor-in-Council  has  the  power  to  reduce  the  taxation  as 
above  determined  on  those  companies  whose  headquarters 

«  6  Edw.  VII.,  c.  10.     (The  bill  was  Aiacmbly  BUI,  No.  107,  1900.) 

•  When  esUbllahed  under  R.8.Q.  XI.,  o.  4,  boo.  8. 

•  EaUbllahed  under  R.8.Q.  IV.,  o.  7,  nee.  13. 

•  Reooffnizod  under  R.S.Q.  XI.,  o.  8,  ■oca.  17  and  18. 
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are  not  in  the  Province  and  when  only  a  part  of  their 
paid-up  capital  is  employed  within  the  Province. 

Upon  banks,  the  tax  is  $100  on  every  $100,000  of  the  paid-up 
capital  up  to  $1,000,000  inclusively,  and  $50  for  each  additional 
$100,000  or  fraction  up  to  $1,000,000;  and  on  each  head  office 
in  each  of  the  two  large  cities  (Montreal  and  Quebec)  $200;  on 
each  other  office  in  these  cities  $150,  and  on  each  office  elsewhere 
$30. 

Life  insurance  companies,  with  the  exception  of  mutual  com- 
panies, as  above  noted,  which  transact  business  in  the  Prov- 
ince, pay  a  tax  of  If  per  cent,  and  every  other  insurance  com- 
pany pays  a  tax  of  1  per  cent  upon  the  gross  amount  of  the 
premiums  received  or  due  during  the  preceding  year  —  a 
minimum  tax  of  $400  being  imposed  on  life  insurance  com- 
panies, and  $250  on  all  other  insurance  companies.  Mutual  fire 
insurance  companies,  however,  pay  upon  the  gross  premiums  re- 
ceived in  cash.  If  it  is  made  to  appear  that  companies  incor- 
porated in  the  Province  of  Quebec  are  discriminated  against  in 
any  other  Province,  State  or  country,  the  Lieutenant  Governor- 
in-Council  is  empowered  to  increase  the  tax  in  respect  to  com- 
panies incorporated  in  the  discriminating  Province,  etc.,  to  an 
amount  equal  to  the  discriminating  tax.  In  case  of  reinsurance, 
the  company  is  liable  for  the  tax  on  the  full  amount  of  the 
premium,  if  the  reinsuring  company  does  no  business  in  the 
Province,  otherwise  the  principal  company  is  exempted  from 
the  tax  in  respect  to  the  reinsuring  portion  of  the  premium. 

Marine  Insurance  Companies  pay  a  tax  of  $250,  whether  the 
business  is  carried  on  by  the  principal,  agent  or  broker. 

Fire  Insurance.  —  Where  insurance  is  effected  with  an  extra- 
provincial  company,  notice  must  be  given  to  the  provincial 
Treasurer  of  the  amount  of  insurance  and  of  the  premium  paid, 
and  the  amount  of  the  tax  must  be  paid  by  the  insurer.  The 
penalty  for  non-compliance  with  this  regulation  is  the  imposition 
of  a  fine  equal  to  twice  the  amount  of  the  tax.  The  fine  may, 
however,  be  remitted  by  the  Lieutenant  Governor-in-Council  on 
recommendation  by  the  court  which  inflicts  it. 

Loan  Companies.  —  Such  companies,  with  a  fixed  capital 
exceeding  $500,000,  pay  $400,  with  an  additional  sum  of  $50  for 
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each  million  dollars  or  fraction  in  excess  of  this  amount.  Com- 
panies with  a  fixed  capital  of  $400,000  to  S500,000  pay  $300; 
with  a  fixed  capital  of  $300,000  to  $400,000,  $250;  with  a  fixed 
capital  of  $200,000  to  $300,000,  $200;  with  a  fixed  capital  of 
$100,000  to  $200,000,  $150;  and  if  the  fixed  capital  is  $100,000 
or  less,  one  tenth  of  1  per  cent  upon  the  amount  of  the  capital. 
A  company  without  any  fixed  capital  pays  $100.  An  additional 
tax  of  $100  for  each  office  or  place  of  business  in  the  cities  of 
Montreal  and  Quebec,  and  $50  for  each  place  of  business  else- 
where. When  the  fixed  capital  exceeds  $100,000,  and  when  the 
fixed  capital  is  less  than  this  amount,  or  when  there  is  no  fixed 
capital,  the  additional  tax  is  $50  for  each  place  of  business  in 
Montreal  and  Quebec,  and  $25  for  each  place  of  business  else- 
where. 

Navigation  Companies.  —  These  companies  pay  one  tenth 
of  1  per  cent  upon  the  amount  of  the  paid-up  capital  up  to 
$500,000,  and  $50  for  each  additional  $100,000  or  fraction, 
together  with  $50  for  their  most  important  office  in  Montreal 
or  Quebec,  and  $20  for  their  most  important  office  in  any  other 
place. 

Telegraph  Companies.  —  Such  companies  pay  a  lump  sum  of 
$1000,  wireless  telegraph  companies  being  exempted  prior  to 
1906. 

Telephone  Companies.  — Telephone  companies  pay  one  tenth 
of  1  per  cent  upon  paid-up  capital  up  to  $50,000;  $300  if  the 
paid-up  capital  exceeds  $50,000,  but  does  not  exceed  $100,000; 
$500  if  the  capital  is  between  $100,000  and  $200,000; 
$1000  if  the  capital  is  between  $200,000  and  $300,000;  and 
five  tenths  of  1  per  cent  in  gross  earnings,  "  but  not  to 
be  less  than  $2000  nor  more  than  $3000,  if  it  exceeds 
$300,000."  The  last  rather  ambiguous  provision  apparently 
means  that  a  company  with  a  capital  exceeding  $.3CX),(XX) 
must  pay  five  tenths  of  1  per  cent  on  its  gross  earnings, 
with  a  fixed  minimum  tax  of  $2000  and  a  fixed  maxi- 
mum of  $3000. 

Express  Companies.  —  Every  express  company  "  foreign  to  the 
Province  of  Quebec"  pays  five  tenths  of  1  per  cent  upon  its 
gross  earnings  in  the  Province  in  respect  to  its  express  and 
forwarding  business  exclusively,  with  a  fixed  minimum  tax  of 
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The  first  payment  by  a  company  beginning  to  do  busi- 
ness in  the  Province  is  $800.  An  additional  tax  of  $50  and  $20 
respectively  is  levied  upon  the  companies  in  respect  to  each  place 
of  business  in  the  two  large  cities  and  in  other  places.  Where 
an  express  company  carries  on  any  business  other  than  ex- 
press and  forwarding,  it  pays  an  additional  tax  of  "one  fifth 
of  1  per  cent  upon  the  paid-up  capital  thereof."  The  last 
clause  is  also  ambiguous.  It  apparently  means  that  an  express 
company  pays  the  additional  tax  upon  the  additional  capital 
employed  in  the  subsidiary  business. 

City  Passenger  Railways  and  Tramway  Companies.  —  Such 
companies  pay  $50  for  each  mile  of  single  track,  and  $100  for 
each  mile  of  double  track  in  operation. 

Railway  Companies.  —  Railway  companies  specially  men- 
tioned in  a  schedule,  and  all  railways  which  have  received 
subsidies  from  the  Province,  pay  $10  per  mile.  The  Inter- 
colonial Railway  (a  Dominion  government  line)  does  not 
appear  in  this  schedule,  but  the  other  principal  railways 
do.  All  railways  not  mentioned  in  the  schedule  pay  $5  per 
mile. 

Trust  Companies.  —  Such  companies  pay  one  fifth  of  1  per 
cent  upon  their  paid-up  capital  up  to  $1,000,000,  and  $25  for 
each  $100,000  or  fraction  of  additional  capital;  and  the 
tax  on  places  of  business  of  $50  and  $20  respectively,  as  in 
cases  above.  Where  the  principal  business  of  the  company 
is  outside  of  the  Province,  the  Lieutenant  Governor-in-Council 
is  empowered  to  modify  the  tax ;  "  but  the  tax  must  never  be 
less  than  $100." 

All  taxes  are  payable  in  advance  on  "the  first  juridical  day" 
of  July  in  each  year.  All  companies  must  make  returns  under 
penalties. 

In  addition  to  the  above  taxes  a  stamp  duty  of  two  cents  per 
$100  is  imposed  upon  all  transfers  of  stock. 

Nova  Scotia 

With  the  exception  of  the  succession  duties  and  a  small 
registration  tax  upon  all  incorporated  companies,  there  is  no 
provincial  taxation  in  Nova  Scotia.    The  revenue  is  almost 
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wholly  derived  from  the  Dominion  subsidy  and  from  mining 
royalties. 

The  system  of  municipal  taxation  is  not  uniform.  In  all 
the  towns  taxation  is  imposed  upon  real  and  personal  property, 
and  in  all  the  towns,  save  three,  also  upon  income. 

New  Brunswick 

The  act  providing  for  provincial  taxation  of  companies  is  to 
be  found  in  the  Consolidated  Statutes  (1903),  c.  18. 

Fire  Insurance  Companies  pay  1  per  cent  of  the  net  premiums 
received  by  them,  i.e.  gross  premiums  less  premiums  paid  for 
reinsurance.     Foreign  companies  pay  $100  additional. 

Life  Insurance  Companies  with  a  provincial  charter  pay  a 
tax  (equivalent  to  a  Ucense  fee)  of  $100 ;  foreign  life  insurance 
companies  pay  $250. 

Accident  and  Guarantee  Companies  pay  $25,  and  1  per  cent 
upon  premiums. 

Express  Companies  pay  $250  for  leave  to  do  business  over  a 
distance  of  500  miles  and  upwards,  and  less  for  shorter  dis- 
tances. 

Telephone  Companies  pay  25  cents  a  year  for  each  telephone 
installed.' 

Street  Railways  pay  $50"  to  $100  at  the  discretion  of  the 
Lieutenant  Governor-in-Council. 

Loan  Companies  pay  $250  each  or  less  at  the  discretion  of 
the  Lieutenant  Governor. 

Telegraph  Companies  pay  $500 ;  but  in  case  of  any  company 
operating  less  than  100  miles  of  line,  the  tax  will  be  $100. 

Banks  having  their  head  office  in  St.  John,  with  a  capital  of 
$500,000,  and  other  banks  with  a  capital  of  $1,000,000,  pay 
$1000  for  their  head  office  and  $100  for  each  of  four  agencies. 
For  smaller  banks  there  is  a  smaller  tax. 

>  Under  7  Edw.  VII.  (1907),  c.  37,  the  Lieutenant  Oovornor  (of  Now  Bruns- 
wick) in  Ck)uncll  in  empowered  to  readjust  the  telephone  rates  on  proof  iiciiig 
aatAbliahed  that  the  telephone  company  ha«,  aubsfsiuently  to  the  piisNinRof  the 
Mt,  paid  an  average  net  dividend  of  8  per  cent  upon  its  paid-up  capital  (ol.  8). 
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Manitoba 

The  statute  of  Manitoba  providing  for  the  taxation  of  cor- 
porations was  passed  in  1900-1901.^  The  following  is  an 
abstract  of  its  provisions: 

Banks.  —  Head  offices  of  each  bank  pay  a  tax  of  $  800. 

Each  branch  up  to  and  not  exceeding  four  pays  $200. 

Any  number  exceeding  four  and  up  to  ten  pay  $100  each. 

No  tax  is  levied  for  more  than  one  branch  in  any  municipality. 
Private  banks  pay  $100  in  villages,  and  in  large  municipalities 
$200,  and  $25  for  each  branch. 

Insurance  Companies  pay  1  per  cent  upon  their  gross  premi- 
ums received  in  Manitoba.  For  companies  whose  head  office 
is  elsewhere  in  Manitoba,  there  is  a  provision  similar  to  that  of 
the  Ontario  Act. 

Loan  Companies  pay  $100  for  the  first  $100,000  or  less,  and  $75 
per  each  additional  $100,000  up  to  $1,500,000  of  paid-up  capital. 

Companies  having  only  terminable  or  withdrawable  capital 
pay  $25  on  the  first  $25,000  of  paid-up  capital,  and  25  cents  on 
each  $1000  additional. 

Where  a  loan  company  employs  only  part  of  its  capital  in 
Manitoba,  a  proportion  of  the  tax  only  is  charged. 

The  minimum  tax  payable  is  $50. 

Trust  Companies  pay  $100  for  $100,000,  and  $50  for  each 
additional  $100,000  of  paid-up  capital.  Where  only  part  of  the 
paid-up  capital  is  employed  in  Manitoba,  a  proportion  only  is 
assessed. 

Street  Railways  pay  $200  for  20  miles  of  track  or  less,  and  $10 
for  each  mile  in  excess  of  20  miles,  the  mileage  being  com- 
puted upon  single  track. 

Telegraph  Companies  pay  $1  per  mile  of  line.  Railway 
companies  operating  telegraph  lines  pay  $1000,  excepting  for 
lines  used  for  the  purposes  of  the  railway. 

Telephone  Companies  pay  50  cents  for  each  telephone  instru- 
ment rented  in  cities  of  10,000  and  over,  and  25  cents  in  smaller 
municipalities. 

Gas  Companies  pay  $500  in  cities. 

Electric  Lighting  Companies  pay  $500  in  cities  of  10,000  and 

»  63  &  64  Vict.,  c.  55. 
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over,  in  cities  and  towns  under  10,000  population  $100,  and 
in  villages  $25  per  year.     Municipal  plants  are  exempt. 

Express  Companies  pay  for  50  branches  $350,  and  for  a  less 
number  $250. 

RaUicays.  —  A  separate  act  (Revised  Statutes,  c.  166)  deals 
with  the  taxation  of  railways.  A  tax  not  exceeding  3  per  cent 
of  the  gross  earnings  may  be  levied  upon  railways.  This  provi- 
sion may  be  brought  into  force  by  the  Lieutenant  Governor-in- 
Council.* 

Under  the  Municipal  Assessment  Act  (Revised  Statutes  of 
Manitoba,  c.  117)  lands  and  personal  property  are  assessed  for 
municipal  taxes  in  terms  of  estimated  "actual  cash  value," 
the  property  of  a  company  being  assessed  in  the  same  manner 
as  the  property  of  individuals. 

The  Prairie  Provinces 

The  two  Prairie  Provinces,  Alberta  and  Saskatchewan,  were 
formed  in  1905  out  of  the  territories  of  Albert  and  Saskatchewan 
and  Assiniboia,  with  added  regions  to  the  north. 

Practically  the  only  corporations  as  yet  within  the  limits  of 
the  new  Provinces  are  the  railway  companies.  These  com- 
panies have  under  their  charters  special  privileges  in  regard  to 
taxation.     In  respect  to  the  lands  forming  part  of  their  land 

»  Under  this  and  a  subsequent  act,  1  Edw.  VII.,  c.  39  (and  under  63-64  Vict., 
c.  35),  a  sum  of  S84,370  was  received  by  the  Province  in  1906.  The  corp>oration 
tax  yielded  in  the  same  year: 

Chartered  Banlcs $25,200 

Private  Banks 900 

Life  IiiHurance  Companies  .........  10,105 

Fire  Instiraiirc  Companies  .........  10,194 

Guarantee  Coinpanies         .........  1,528 

Loan  Compntiies          ..........  11,500 

Land  Coniparii«-»          ..........  4,G75 

Telephone  Companies          .........  6,930 

Om  ConipatiioN  .          ..........  500 

Express  Companies 1,750 

Eleetrie  Light  ('ompanicH 740 

Telcfraph  Companiea ^>73 

Street  Railways  Companies 810 

•74,411 
Tha  total  r«v«nue  of  the  Province  in  1000  was  t2,0K9,052. 
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grants,  they  are  free  of  taxation  until  the  lands  are  sold,  and 
otherwise  there  are  exemptions. 

Under  Chapter  71  of  the  consolidated  ordinances  *  of  the 
Northwest  Territories,  as  formerly  constituted,  those  railways 
which  were  not  expressly  exempted  were  liable  to  taxation  in 
respect  to  the  land  occupied  by  them.  Each  company  was 
obliged  to  intimate  the  quantity  of  such  land,  and  it  was  there- 
upon assessed,  A  limit  of  $1000  per  mile  was  fixed  for  the 
assessment  of  road  and  structures. 

Under  the  Municipal  Ordinance  (N.W.T.)  (CO.  c.  70),  all 
real  and  personal  property  and  income  were  ratable  at  the  same 
rate.  The  real  estate  and  personal  property  of  all  railway 
companies  were  liable  to  assessment.  A  permissive  clause 
(cl.  139)  empowered  the  council  of  a  municipality  by  a  majority 
of  two  thirds  or  by  a  petition  signed  by  one  half  of  the  rate- 
payers to  suspend  the  tax  system  provided  by  the  ordinance, 
and  to  substitute  for  it  a  single  tax  upon  the  unimproved  value 
of  land;  the  rate,  however,  was  not  to  exceed  4  per  cent  of 
the  assessed  value.  The  council  was  required  to  revert  to  the 
former  system  of  taxation  on  the  petition  of  one  half  of  the  resi- 
dent ratepayers. 

Saskatchewan 

The  present  system  of  taxation  for  provincial  purposes  is  set 
forth  in  Chapters  3  and  22  of  the  Statutes  of  1907  and  Chapter  32 
of  the  Statutes  of  1906.  The  taxation  of  corporations  is  pro- 
vided for  in  Chapter  22  of  the  Statutes  of  1907. 

Banks  pay  $400  for  a  head  office,  and  $100  for  each  branch 
not  exceeding  four  branches,  and  $50  for  each  branch  over 
four  and  not  exceeding  eight ;  and  an  additional  tax  for  each 
branch  ofiice  exceeding  eight. 

Private  Banks  pay  $200  for  their  head  office  if  in  a  city  or 
town,  $100  when  it  is  in  a  village,  and  $25  for  each  agency  or 
branch. 

Life  Insurance  Companies  pay  1  per  cent  of  gross  premiums 
received  in  the  Province,  other  provisions  similar  to  the  Mani- 
toba Act. 

*  See  the  General  Ordinances  of  the  Northwest  Territories,  in  force  Septem- 
ber 1,  1905.  .  .  .     Regina,  1907. 
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Loan  Companies  pay  40  cents  for  each  $1000  if  funds  are  used 
by  the  company  in  the  Province. 

Trust  Companies,  40  cents  for  each  $1000  used  in  investments. 

Telegraph  Companies  pay  1  per  cent  on  the  gross  receipts  in 
the  Province. 

Railway  Companies  operating  Telegraphs,  1  per  cent  on 
amount  of  tolls  received. 

Express  Companies,  $100,  and  $3  for  each  branch  over  25. 

Land  Companies  pay  $20,  unless  the  assets  of  the  company 
include  money  remaining  unpaid  on  sales  of  lands  to  the  amount 
of  $50,000.  If  so,  it  pays  40  cents  per  $1000  on  the  amount 
remaining  unpaid. 

Railways.  —  Under  Chapter  32,  1908  Statute,  provision  is 
made  for  taxation  of  railways.  The  Lieutenant  Governor-in- 
Council  may  impose  upon  railways  taxes  not  to  exceed  the 
following : 

For  those  parts  of  railway  which  have  been  in  operation  for 
seven  years  or  more,  pay  3  per  cent  of  the  gross  earnings.  For 
those  parts  which  have  been  in  operation  for  five  years,  1  and 
1^  per  cent.  Railways  which  have  not  been  in  operation  for 
iBve  years  are  exempt. 

The  Municipal  Acts  of  Saskatchewan,  Chapters  16,  17  and  18, 
1908,  have  yet  to  be  proclaimed  by  the  Lieutenant  Governor-in- 
Council.  I  am  informed  that  this  is  to  be  done  before  the  close 
of  the  year,  in  time  for  the  elections  of  councilors  at  the  proper 
time. 

The  most  interesting  clause  in  connection  with  corporations 
is  that  which  provides  for  their  enfranchisement.  The  chief 
resident  officer  of  a  corporation  is  entitled  to  vote  on  behalf  of  the 
corporation.  He  is  obliged  to  make  a  declaration  on  oath  that 
the  corporation  which  he  represents  has  not,  to  the  best  of  his 
knowledge,  been  (in  effect)  guilty  of  any  corrupt  practices  in 
connection  with  the  election. 

Taxes  are  levied  upon  (1)  lands,  (2)  businesses,  (3)  income, 
and  (4)  special  franchises. 

Land  is  assessed  at  its  fair  actual  value,  and  buildings  and 
improvements  at  60  per  cent  of  their  actual  value. 

The  husintsa  asaeaament  is  arrived  at  as  follows: 

The  assessor  is  required  to  fix  a  rate  per  square  foot  of  floor 
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space  (irrespective  of  partitions  etc.)  of  each  building  used  for 
business  purposes,  and  to  fix  a  different  rate,  when  necessary,  for 
each  class  of  business.  The  rate  is  not  to  exceed  $8  per  square 
foot,  except  in  the  case  of  banks  and  the  like,  when  the  rate 
may  not  exceed  $15  per  square  foot. 

Special  Franchises  are  to  be  assessed  in  respect  to  plant  used 
in  terms  of  its  actual  cost,  less  depreciation. 

Alberta 

The  Ordinance  of  the  Northwest  Territories  relating  to 
railways,  already  mentioned,  was  amended  in  the  legislature  of 
Alberta  by  the  act  of  May  9,  1906  (c.  30,  statute  of  1906). 

This  act  provides  that  every  person  or  company  owning  or 
operating  a  railway  or  part  of  a  railway  within  the  Province 
shall  pay  a  tax  in  respect  of  the  railway  based  upon  "  the  actual 
value  of  such  railway."  Until  the  value  has  been  determined  by 
persons  appointed  by  the  Lieutenant  Governor-in-Council,  the 
value  is  to  be  taken  provisionally  at  $20,000  per  mile;  the 
amount  of  the  tax  is  to  be  1  per  cent  of  the  value. 

The  Alberta  Act  providing  for  the  taxation  of  corporations 
was  passed  March  15,  1907. 

The  following  are  the  principal  provisions: 

Banks.  —  Head  offices,  $400.  For  each  branch  up  to  four, 
$200.  In  excess  of  four  up  to  ten,  $100.  No  tax  on  more  than 
one  branch  in  the  same  village. 

Private  Banks.  —  Two  hundred  dollars  in  cities  and  towns, 
$100  in  villages,  branches  $25. 

Insurance  Companies.  —  One  per  cent  on  gross  premiums. 

Loan  Companies.  —  One  hundred  dollars  for  $100,000  or  less, 
$75  for  each  additional  $100,000. 

Land  Companies  pay  $50,  unless  the  unpaid  purchase  money 
of  land  sold  by  them  exceeds  $50,000. 

Trust  Companies  pay  $100  for  first  $100,000  of  paid-up  capital, 
and  $50  for  each  additional  $100,000  or  fraction.  Where  the 
gross  earnings  are  $25,000  or  over,  an  additional  sum  of  $500. 

The  provisions  of  the  other  acts  regarding  loan  and  trust 
companies  employing  only  part  of  their  capital  in  the  Province 
are  repeated. 
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Street  Railways,  $200  for  20  miles  or  less;  $10  for  each  mile  in 
excess  of  20  miles. 

Telegraph  Companies,  $1  per  mile  for  one  or  more  lines. 
Railway  companies  doing  telegraph  business,  $1000. 

Telephone  Companies,  50  cents  for  each  telephone  in  cities, 
and  25  cents  in  towns. 

Gas  Companies,  $500. 

Electric  Light  Companies,  for  the  cities  of  10,000  and  over, 
$500;  under  10,000,  $100.  Incorporated  towns  and  villages, 
$25.     Municipal  electric  works  exempt. 

Express  Companies,  for  50  branches,  $500;  100  branches, 
$1000;    minimum,  $250. 

The  Village  Act,  which  provides  for  the  assessment  of  real 
and  personal  property  (not  income) ,  is  the  only  municipal  act  as 
yet  passed  in  Alberta.  The  larger  municipalities  are  still  under 
the  Municipal  Ordinance.  The  Corporation  Taxation  Act  in 
Alberta  yielded,  in  1907,  $30,295,  the  total  revenue  of  the 
Province  being  $2,081,827,  including  the  annual  subsidy  from 
the  Dominion  of  $1,053,708. 

British  Columbia 

In  the  Province  of  British  Columbia,  all  land,  personal  prop- 
erty and  income  are  taxed ;  *  but  exemption  is  made  for  "  so 
much  of  the  personal  property  of  any  person  as  is  invested  in 
the  shares  of  the  capital  stock  of  any  company  .  .  .  where 
the  personal  property  and  income  of  the  company  are  assessed 
and  taxed."  Bank  deposits  are  also  exempted  from  taxation 
by  the  Province ;  so  also  are  lands  within  the  limits  of  munici- 
palities, the  direct  produce  of  land  on  the  land  at  the  date  of 
assessment,  ore,  minerals,  matte  or  bullion  in  the  hands  of 
owners  of  smelters,  etc. ;  and  all  the  property,  real  and  personal, 
held  in  trust  for  the  crown  or  for  the  Dominion  government  or 
for  any  municipality. 

Taxes  on  Heal  Property.  —  With  the  exception  of  wild  land, 
coal  and  timber  lands,  all  real  property  not  specifically  exempted 
is  taxed  three  fifths  of  I  per  cent.  Wild  land  is  taxed  4  per  cent 
upon  its  assessed  value. 

>  Under  3  &  4  Edw.  VII.,  1003  and  1004,  o.  03. 
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Coal  Lands  are  taxed  1  per  cent  upon  assessed  value  when  coal 
is  being  mined  upon  them,  and  2  per  cent  when  coal  is  not  being 
mined. 

Timber  Lands  (not  exempted)  are  taxed  2  per  cent  the  as- 
sessed value. 

Personal  Property  is  taxed  three  fifths  of  1  per  cent  upon  the 
assessed  value. ^ 

Salmon  Canneries  pay,  in  addition  to  taxes  upon  real  and  per- 
sonal property,*  a  tax  of  two  cents  on  each  case  of  canned  salmon, 
together  with  a  tax  of  1  per  cent  upon  the  total  price  of  salmon 
other  than  canned  salmon. 

Taxation  of  Corporations.  —  Clause  6  of  the  act  provides  for 
the  special  taxation  of  corporations. 

Banks  are  taxed  upon  real  property  and  upon  non-revenue- 
producing  personal  property.  They  are  also  taxed  upon  their 
income  from  all  sources,  the  minimum  tax  payable  being  $1000. 

Insurance,  guarantee,  loan,  trust,  telegraph,  telephone,  ex- 
press, gas,  waterworks,  electric  lighting,  electric  power  and 
street  railway  companies  are  assessed  upon  their  gross  reve- 
nue from  business  transacted  within  the  Province,  and  are 
taxed  at  the  rate  of  1  per  cent  upon  the  assessed  amount.  The 
companies  above  mentioned  are  liable  in  addition  to  taxation 
upon  real  property  in  so  far  as  this  real  property  is  not  situated 
in  a  municipal  district  (sec.  6,  subsecs.  11  and  16).  Under 
sec.  4  of  the  act,  when  a  corporation  has  its  property  and 
business  wholly  within  the  Province,  and  where  it  derives  its 
powers  wholly  by  provincial  statute,  and  where  "  the  prices  to  be 
charged  by  it  for  public  services  have  been  limited  "  by  statute 
or  by  municipal  by-law,  the  company  shall  be  exempt  to  the 
extent  of  one  half  of  the  rate  of  tax,  provided  its  operating 

*  The  exemptions  are  too  numerous  to  detail.  The  Province  imposes  a  per- 
sonal income  tax  graduated  according  to  income,  incomes  up  to  $1000  being 
exempt.     For  taxable  incomes  the  following  are  the  rates  of  taxation : 


Up  to 

$2000 

u% 

$2000 

$3000 

U% 

$3000 

$4000 

2% 

$4000 

$7000 

3% 

In  excess  of 

$7000 

4% 

(3  &  4  Edw.  VII.,  c.  53,  el. 

6). 

'  The  assessment  of 

personal  property  of 

canneries 

is  fixed  at  an  arbitrary 

amount  of  $10,000  for 

one-line 

canneries,  $15,000  for  two-line  canneries,  etc. 

2s 
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expenses  exceed  50  per  cent  of  its  gross  revenue  "in  any  one 
year." 

Railways.  —  The  taxation  of  railways  has  been  provided  for 
by  a  special  act ;  ^  the  most  important  section  ^  of  which  is  as 
follows : 

"  The  land  occupied  and  claimed  as  the  right-of-way  by  any 
railway  company  with  the  personal  property  and  income  of  the 
company  derived  from  its  railway  and  its  rolling  stock  shall  be 
assessed  and  taxed  as  a  whole  as  real  property,  and  the  assessed 
value  shall  be  at  the  sum  of  $10,000  per  mile  and  fractions 
thereof  of  the  track  of  the  main  line  and  branches  of  the  com- 
pany. The  measurement  of  the  track  of  the  main  line  and 
branches  shall  not  include  sidings,  spurs  and  switches,  but  all 
sidings,  spurs  and  switches  of  the  railway  shall  be  assessed  and 
taxed  as  real  property,  and  the  assessed  value  thereof  shall  be 
at  the  sum  of  $3000  per  mile  and  fractions  thereof." 

This  act  was  amended  in  1908  ^  by  the  insertion  of  the  rate  of 
taxation  by  way  of  amendment  to  the  clause  quoted.  The  rate 
specified  was  1  per  cent  upon  the  assessed  value.  This  act  also 
provided  for  the  separate  taxation  of  buildings  erected  by 
railway  companies  for  purposes  other  than  railway  purposes. 
This  act  was  retrospective  to  the  extent  of  one  year. 

Under  another  amending  act,*  also  passed  in  1908,  the 
Lieutenant  Governor-in-Council  was  empowered  to  grant  exemp- 
tion for  a  period  not  exceeding  ten  years  to  railways  completed 
after  January,  1908.' 

The  following  are  the  principal  statutes  of  British  Columbia 
which  deal  with  taxation: 

Revised  Statutes,  1896,  c.  179,  Assessment  Act. 
Revised  Statutes,  1896,  c.  179,  Municipal  Clauses  Act. 
Revised  Statutes,  1896,  c.  179,  Companies  Act. 
1897.  61  Vict.  Companies  Act. 

>  7  Edw.  VII.  (1907),  c.  42.  »  8  Edw.  VII.,  o.  50. 

•  See.  6.  *  Ibid.,  c.  51. 

•Two  provlBos  accompany  thciio  pcrmiBsIve  powers:  (1)  No  aliens  may  be 
employed  on  the  construction  of  the  railway  so  exempted  unless  it  is  demon- 
strated to  the  Mtlsfaotion  of  the  Lieutenant  Qovernor-in-Council  that  tlie  work 
Mnnot  otherwiae  be  proceeded  witli ;  and  (2)  That  the  current  rate  of  wages 
payable  to  white  workmen  in  the  district  is  paid  during  construction  and 
opvimtlon  of  the  railway  {ibid.,  tee.  2,  subsccs.  1  and  2). 
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1899.  63  Vict.  Assessment  Act  Amendment. 

1900.  64  Vict.  Assessment  Act  Amendment. 

1900.  64  Vict.  c.  37,  Coal  and  Coke  Tax  Act. 

1901.  1  Edw.  VII.  Assessment  Act  Amendment. 

1901.  1  Edw.  VII.  c.  46,  Revenue  Tax  Act. 

1902.  2  Edw.  VII.  Assessment  Act  Amendment. 

1902.  2  Edw.  VII.  c.  10,  Companies  Act  Amendment. 

1903.  3  Edw.  VII.  c.  24,  Assessment  Act  Amendment. 

1904.  3  &  4  Edw.  VII.  c.  45,  Revenue  Tax  Act  Amendment. 

1904.  3  &  4  Edw.  VII.  c.  12,  Companies  Act  Amendment. 

1905.  5  Edw.  VII.  c.  2,  Assessment  Act  Amendment. 
1905.  5  Edw.  VII.  c.  11,  Companies  Act  Amendment. 
1905.  5  Edw.  VII.  c.  49,  Coal  Tax  Act  Amendment. 
1907.  7  Edw.  VII.  c.  42,  Railway  Assessment  Act. 
1907.  7  Edw.  VII.  c.  26,  Licenses  and  Rate  Act. 
1907.  7  Edw.  VII.  0.  43,  Assessment  Act. 

1907.  7  Edw.  VII.  c.  7,  Commercial  Travellers  License  Amend- 

ment. 

1908.  8  Edw.  VII.  c.  9,  Increase  of  Revenue  Act. 
1908.   8  Edw.  VII.  c.  11,  Companies  Act  Amendment. 
1908.   8  Edw.  VII.  c.  49,  Coal  Tax  Act  Amendment. 

1908.   8  Edw.  VII.  c.  50,  Railway  Assessment  Act  Amendment. 
1908.   8  Edw.  VII.  c.  51,  Railway  Assessment  Act  Amendment. 

In  1905  a  commission  was  appointed  upon  the  Assessment 
Act.  Their  report  is  dated  Feb.  16,  1905.  Several  of  its 
recommendations  were  carried  into  effect  in  the  legislation  of 
that  year. 

Conclusions 

It  will  be  recognized  that  the  system  of  taxation  of  corpora- 
tions which  is  in  vogue  in  Canada,  if  system  it  can  be  called, 
is  extremely  varied.  No  definite  principle  characterizes  it; 
indeed  the  Provinces  have  availed  themselves  fully  of  their 
autonomous  powers  in  devising  highly  diversified  methods 
of  imposing  taxes.  Yet  the  special  taxation  of  corporations 
has  not  been  carried  very  far  excepting  as  regards  methods, 
for  the  taxes  are  in  most  cases  not  very  onerous.  Although 
this  circumstance  involves  no  guarantee  for  the  future,  the 
result  has  been  that  the  opposition  to  these  special  taxes  has 
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been  less  formidable  than  it  might  otherwise  have  been.  The 
reasons  for  the  moderation  in  the  amount  of  taxes  imposed 
upon  corporations  in  Canada  are,  clearly,  that  the  taxes  are 
novel,  and  that  in  the  present  stage  of  industrial  and  commercial 
development  the  country  cannot  afford  to  run  the  risk  of  fright- 
ening capital  away  by  overtaxing  it. 

On  the  general  question,  the  rationale  of  the  demand  for  the 
imposition  of  special  taxes  upon  joint  stock  companies  is  very 
obvious.  Corporations  enjoy  special  privileges  for  which  it  is 
popularly  held  they  ought  to  be  made  to  pay.  For  example, 
although  the  limitation  of  liability  is  not  invariably  a  privilege 
with  which  a  company  is  endowed  by  law,  it  is  so  in  general; 
and  there  is,  besides,  sometimes  the  enjoyment  of  a  real  or  an 
apparent  monopoly.  For  both  of  these  privileges  it  is  held 
that  the  company  should  contribute  directly  and  specially  to 
the  public  revenue.  If  the  principle  of  assessing  these  privi- 
leges in  respect  to  their  estimated  pecuniary  value  be  adopted, 
the  difficulty  of  doing  so  in  any  fair  way  immediately  emerges. 
In  practice,  even  if  it  were  intended  to  impose  a  tax  upon  com- 
panies in  respect  to  these  privileges  exclusively,  at  best  an  arbi- 
trary method  must  be  adopted.  In  general,  the  special  tax 
has  come  to  be  assessed  upon  the  company  very  much  upon 
the  principle  of  "what  the  company  will  bear." 

It  is  not  wonderful  that  the  corporation  should  have  come  in 
practice  to  be  regarded  as  possessing  an  existence  distinct  from 
that  of  the  aggregate  of  its  constituent  members  at  any  par- 
ticular time.  These  are  constantly  disposing  of  their  interest 
in  the  company,  and  others  take  their  places. 

In  times  of  excitement  a  large  block  of  shares  in  an  active 
stock  may  pass  through  several  hands  in  a  single  day.  Such 
transactions  cannot  be  followed  by  the  tax  collector.  The 
tax  must  be  levied  by  the  company,  or  it  cannot  be  levied  at  all. 
The  mere  fluidity  and  mobility  of  capital  dissociates  it  from  the 
persons  to  whom  it  belongs. 

Moreover,  the  capital,  property  and  even  the  income  of  a 
company  are  subject  to  more  or  less  publicity,  and  for  that 
reason  they  are  supposed  to  be  more  readily  and  certainly 
ascertainable  than  those  of  isolated  individuals.  Moreover, 
althouKh  the  shares  of  a  public  conipiiny  may  exhibit  many 
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fluctuations  in  respect  to  market  price,  there  are  fewer  corre- 
sponding fluctuations  in  the  gaid-up  capital  and  in  what  is 
known  vaguely  as  the  "physical  value"  of  the  property  which 
constitutes  the  tangible  security  for  the  shares,  and  there  are 
also  fewer  fluctuations  in  the  income  arising  from  the  exercise 
of  the  fluctuations  of  the  company.  Owing  to  the  concentra- 
tion of  capital  and  the  equalization  of  dividends  through  the 
formation  of  reserves,  it  is  probable  that  the  income  arising 
from  a  given  capital  under  company  control  is  more  constant 
than  the  income  arising  from  the  same  amount  of  capital  in  the 
control  of  private  individuals.  For  these  reasons,  taxes  im- 
posed in  respect  of  the  capital,  property  or  income  of  a  joint 
stock  company  are  looked  upon  as  more  certain  in  their  yield 
than  taxes  imposed  upon  similar  objects  in  relation  to  individ- 
ual persons. 

The  taxation  of  companies  also  yields  large  sums  in  few  pay- 
ments, and  thus  involves  a  cost  for  collection  smaller  than  that 
involved  in  numerous  separate  collections.  Again,  in  new  and 
rapidly  developing  countries  there  is  much  investment  of  foreign 
capital  in  joint  stock  enterprises.  If  the  income  of  such  com- 
panies as  employ  foreign  capital  were  not  in  some  manner 
tapped  at  its  source,  their  shareholders  are  supposed  to  escape 
due  payment  for  the  privilege  they  enjoy  in  deriving  income 
from  their  investments.  From  the  tax  collector's  point  of  view, 
the  wide  distribution  of  the  shareholders  prevents  them  from 
exercising  any  political  influence  in  any  one  place;  and  those  of 
them  who  live  abroad  are  presumed  to  exercise  none  at  all. 
Thus  political  friction  is  assumed  to  be  absent,  whatever  view 
may  be  taken  of  the  economic  friction  which  may  result  from 
taxing  foreign  capital. 

The  growing  amount  of  corporate  capital  has,  together  with 
the  conditions  described,  resulted  in  the  adoption,  especially 
in  recent  years,  of  special  devices  for  reaching  and  covering  so 
promising  a  taxable  area. 

Owing  to  the  great  extent  of  the  public  domain  and  to  the 
system  by  which  each  Province  obtains  a  subsidy  from  the 
central  government  in  proportion  to  its  population,  the  pro- 
vincial revenues,  until  recently,  have  been  suflficient  for  the 
expenses  of  government. 
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On  account,  however,  of  increases  in  many  departments  of 
the  provincial  expenditure  —  very  specially  in  the  department 
of  education  —  the  Provinces  have  been  obliged  to  resort  to 
succession  duties  and  company  taxes,  direct  taxation  of  indi- 
viduals being  left  to  the  municipalities.  This  system  has, 
however,  its  drawbacks.  It  involves  direct  taxation  indirectly 
levied.  It  is,  indeed,  a  species  of  tax  farming  with  an  element 
of  mutuality  on  the  part  of  the  tax  farmers.  In  this  system, 
moreover,  no  account  is  taken  of  the  respective  abilities  to 
pay  of  the  members  of  the  corporation,  viz.  the  shareholders; 
nor  does  it  afford  any  opportunity  for  the  application  of  the  prin- 
ciple of  graduated  taxation,  for  which,  on  some  grounds,  much 
may  be  said.  If  Mr.  Rockefeller  has  $150,000,000  invested  in  a 
corporation,  and  Mr.  Smith  has  $150,  a  tax  of  1  per  cent  upon 
their  combined  capitals  would  fall  upon  them  with  very  unequal 
weight.  Yet  an  indiscriminate  tax  upon  corporate  capital, 
unmodified  by  any  other  element  in  the  tax  system,  must  result 
in  such  inequalities. 

In  so  far  as  the  growth  of  taxation  of  corporations  is  based 
merely  upon  a  furor  against  them,  it  is  open  to  serious  objections. 

For  example,  disproportionately  heavy  taxes  upon  manu- 
facturing enterprises  levied  by  the  governing  bodies  of  indus- 
trial localities  might  result  either  in  resumption  of  the  old 
practice  of  sleeping  partnerships,  with  unlimited  liability,  or 
in  the  cessation  of  industrial  growth.  A  whole  country  may 
conceivably  be  affected  through  the  discouragement  to  the 
foreign  investor  which  such  taxation  may  involve.  If  the 
country  in  question  urgently  requires  foreign  capital  for  the 
exploitation  of  its  resources,  it  may  have  to  pay,  in  increased 
rates  of  interest  upon  all  its  securities,  a  sum  equal  or  more 
than  equal  to  the  amount  of  the  tax  which  is  presumed  to  be 
taken  out  of  the  pockets  of  the  foreign  investor. 

The  old  political  maxim,  "  No  taxation  without  representa- 
tion," has  been  swept  almost  absolutely  aside  in  modern  de- 
mocracies; yet  the  company  which  pays  taxes  and  yet  has  no 
vote  may  sometimes  in  ways  more  effective  than  legitimate  influ- 
ence political  action  in  order  to  save  its  property  from  what  its 
•barcholders  regard  as  confiscation;  and  the  door  is  at  once 
open  fur  the  corporate  corruption  of  which  so  much  is  heard. 
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Moreover,  reactions  very  difficult  but  very  advisable  to  follow, 
upon  the  rate  of  interest,  upon  the  rates  of  wages,  upon  the 
prices  of  commodities  and  upon  the  price  of  land,  must  inevitably 
attend  the  increase  of  corporate  as  well  as  of  other  taxation. 
If  the  valuable  principle  of  limited  liability  comes  to  be  com- 
promised by  excessive  special  taxation  of  joint  stock  com- 
panies, one  of  the  very  potent  factors  of  recent  industrial  and 
social  progress  will  run  risk  of  being  sacrificed.  The  sketch  of 
Canadian  methods  which  has  been  given  above  exhibits  at  least 
a  present  tendency  towards  complexity  rather  than  simplicity. 
One  serious  disadvantage  of  such  complexity  is  the  difficulty  of 
comparing  the  taxation  of  different  forms  of  enterprises.  While 
a  uniform  system  of  taxation  upon  gross  or  upon  net  earnings 
might  result  in  some  inequalities,  it  may  be  that  these  inequali- 
ties would  be  less  than  those  which  not  improbably  lie  concealed 
behind  the  complicated  system  which  has  been  adopted  in  the 
Canadian  Provinces  and  municipalities. 


CONSTITUTION  OF  THE  INTERNATIONAL  TAX 
ASSOCIATION 

Adopted  at  its  Second  Annual  Meeting,  held  at  Toronto,  Ont., 
October  9,  1908 

Article  I 

NAME    AND   OBJECT 

Section  1.  The  name  of  this  Association  shall  be,  "Inter- 
national Tax  Association." 

Sec.  2.  Its  objects  shall  be  to  formulate  and  announce, 
through  the  deliberately  expressed  opinion  of  an  annual  con- 
ference>  the  best  informed  economic  thought  and  ripest  adminis- 
trative experience  available  for  the  correct  guidance  of  public 
opinion,  legislative  and  administrative  action  on  all  questions 
pertaining  to  State  and  local  taxation,  and  to  interstate  and 
international  comity  in  taxation. 

Sec.  3.  The  term  ''State"  or  "State  and  Province"  wherever 
it  occurs  in  this  constitution  shall  be  construed  to  mean  any 
subdivision  of  a  National  Government  corresponding  in  govern- 
mental rank  with  the  States  of  the  United  States  of  America. 

Article  II 

MEMBERSHIP 

Section  1.  Individual  membership  in  this  Association  shall 
be  divided  into  two  classes: 

Class  1.  Active  Members.  All  professors,  instructors  and 
students  in  the  economic  and  political  science  department  of 
institutions  for  higher  education ;  the  librarians  of  all  libraries, 
on  account  of  the  library;  all  State  and  local  officials  holding 
legislative  or  administrative  positions  charged  with  the  duty 
of  investigating,  legislating  upon,  or  administering  tax  laws; 
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and  all  public  men,  editors,  writers  and  speakers,  who  hold  no 
educational  or  official  position,  but  who  have  developed  a  special 
interest  in  the  subject  of  State  and  local  taxation,  shall  be  eligible 
to  membership  in  this  class. 

Class  2.  Sustaining  Members.  All  persons  agreeing  to  con- 
tribute ten  dollars  or  such  larger  amount  as  they  may  elect 
to  pay  annually  for  the  support  of  this  Association,  shall  be 
eligible  to  membership  in  this  class. 

Sec.  2.  All  memberships  shall  be  continuing,  and  the  dues 
therefor  shall  be  paid  annually  unless  the  membership  is  dis- 
continued by  reason  of  death,  resignation  or  non-payment  of 
dues. 

Article  III 

AFFILIATED    MEMBERSHIP   FOR   STATE    AND   LOCAL   ASSOCIATIONS 

Section  1.  This  Association  shall  encourage  the  organization 
of  State  and  local  associations  on  lines  that  will  insure  a  har- 
monious cooperation  between  all  such  associations,  with  each 
other  and  with  this  Association,  and  that  will  provide  the  means 
of  conducting  investigations,  educational  propaganda,  and 
efforts  to  secure  the  practical  application  of  economic  principles 
and  methods  of  administration  upon  lines  approved  by  this 
Association,  without  duplication  of  work,  with  the  direct  view 
of  seeking  economic  efficiency  in  the  expenditure  of  energy  and 
money. 

Sec.  2.  State  and  local  associations  whose  constitutions  and 
purposes  are  approved  by  the  Executive  Committee  of  this 
Association  may  become  affiliated  members  of  this  Association. 
When  a  State  association  becomes  an  affiliated  member  of  this 
Association,  all  memberships  of  affiliated  local  associations 
within  such  State  shall  be  transferred  to  affiliated  membership 
in  such  State  association. 

Article  IV 

DUES   AND   donations 

Section  1.   Each  doss  of  members  shall  pay  annual  dues  as 
follows: 
Class  1.   Active  memberB,  two  dollars. 
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Class  2.  Sustaining  members,  ten  dollars,  or  such  larger 
amount  as  the  member  may  elect  to  pay. 

Class  3.  Affiliated  members  shall  pay  "such  annual  dues  as 
may  be  determined  from  time  to  time  by  the  Executive  Com- 
mittee of  this  Association. 

Sec.  2.  All  annual  dues  shall  be  due  and  payable  in  advance, 
on  the  date  of  the  application  for  membership. 

Sec.  3.  Any  member  who  shall  fail  to  pay  his  dues  within  one 
year  from  the  date  when  payable  shall  be  dropped  from  mem- 
bership in  this  Association  on  account  of  such  non-payment. 

Sec.  4.  The  Executive  Committee  of  this  Association  may, 
whenever  it  deems  such  a  course  wise,  issue  a  call  to  the  general 
public  for  voluntary  donations  to  a  fund  in  aid  of  its  general 
work,  or  for  any  specific  purpose  it  may  at  any  time  undertake 
to  promote. 

Article  V 

VOTING    POWER    AND   MEMBERSHIP   PRIVILEGES 

Section  1.  In  all  meetings  of  this  Association  every  indi- 
vidual member,  and  every  accredited  delegate  representing  an 
affiliated  association,  shall  be  entitled  to  one  vote,  but  no  person 
shall  be  entitled  to  vote  as  a  member  and  also  as  a  delegate 
representing  an  affiliated  association.  The  basis  of  representa- 
tion for  affiliated  associations  shall  be  determined  from  time  to 
time  by  the  Executive  Committee  of  this  Association,  and  shall 
be  specified  in  the  official  call  for  each  annual  meeting. 

Sec.  2.    Voting  by  proxy  shall  not  be  allowed. 

Sec.  3.  No  member  of  this  Association  shall  have  the  right 
to  vote  in  any  Annual  Conference  by  virtue  of  such  member- 
ship. 

Sec.  4.  Propositions  may  be  submitted  to  the  membership  of 
this  Association  by  its  Executive  Committee  to  be  voted  upon 
by  mail  ballot.  All  mail  ballots  shall  be  canvassed  by  the 
Executive  Committee  within  thirty  days  after  the  date  on  which 
such  proposition  and  ballot  were  mailed  to  the  membership. 
Announcement  of  the  result  of  a  mail  ballot  shall  be  made  by 
circular  addressed  to  all  members  entitled  to  vote. 
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Sec.  5.  All  members  not  in  arrears  for  annual  dues  shall  be 
entitled  to  receive,  without  charge,  one  copy  of  the  proceedings 
of  the  Annual  Conference,  and  one  copy  of  such  pamphlets  and 
documents  as  may  be  issued  by  the  Association  from  time  to 
time  for  general  circulation. 

Article  VI 

ANNUAL   CONFERENCE 

Section  1.  An  annual  international  conference  on  State  and 
local  taxation  shall  be  held  under  the  auspices  of  this  Associa- 
tion, during  the  month  of  October  in  each  year,  or  at  such  time 
and  place  as  its  Executive  Committee  may  determine.  The 
details  of  each  Conference  shall  be  arranged  by  the  Executive 
Committee  in  cooperation  with  such  special  and  standing  com- 
mittees as  may  be  created  by  this  Association  at  its  annual 
meetings  for  such  purpose. 

Sec.  2.  The  educational  personnel  of  each  Annual  Conference 
shall  be  composed  of  delegates  representing  universities  and 
colleges  that  maintain  a  special  course  in  public  finance,  or  at 
which  that  subject  receives  special  attention  in  a  general  course 
of  economics;  and  public  men,  editors,  writers  and  speakers 
who  hold  no  educational-  or  official  position,  but  who  have 
developed  a  special  interest  in  the  subject  of  State  and  local 
taxation. 

Sec.  3.  The  administrative  personnel  of  each  Annual  Confer- 
ence shall  be  composed  of  three  delegates  appointed  by  the 
Governor  of  each  State  and  the  Premier  of  each  Province,  and 
public  officials  holding  legislative  or  administrative  positions 
charged  with  the  duty  of  investigating,  legislating  upon  or 
administering  tax  laws. 

Sec.  4.  The  voting  power  in  each  Conference  upon  any  ques- 
tion involving  an  official  expres.sion  of  the  opinion  of  the  Con- 
ference shall  be  vested  in  one  delegate,  who  slmll  cast  one  vote, 
for  each  university  and  college,  or  institution  for  higher  educa- 
tion, represented  in  the  Conference,  and  one  vote  for  each 
delegate  present  appointed  by  the  Governor  of  a  State  or  by 
the  Premier  of  a  Province,  but  no  delegate  shall  vote  as  the 
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representative  of  an  educational  institution  and  also  as  the 
representative  of  a  State  or  Province. 

Sec.  5.    Voting  by  proxy  shall  not  be  allowed. 

Sec.  6.  No  member  of  this  Association  shall  have  the  right 
to  vote  in  any  Annual  Conference  by  virtue  of  such  member- 
ship. 

Sec.  7.  The  last  session  of  each  Annual  Conference,  or  so 
much  of  it  as  may  be  necessary,  shall  be  devoted  to  the  consider- 
ation of  the  report  of  the  Conference  Committee  on  Resolutions 
and  Conclusions.  The  report  of  this  committee,  as  adopted  by 
the  Conference,  shall  be  its  official  expression  of  opinion,  and  it 
shall  not  be  held  to  have  indorsed  any  other  expression  of 
opinion  by  whomever  made.  The  voting  power  of  the  Confer- 
ence upon  an  official  expression  of  its  opinion  is  limited  to 
delegates  representing  educational  institutions  and  delegates 
representing  States  and  Provinces  by  appointment  of  their 
Governor  or  Premier,  with  the  purpose  of  safeguarding  the 
Conference  from  the  possibility  of  having  its  expression  of  opin- 
ion influenced  by  any  class  interest ;  or  consideration  for  those 
who  devote  their  time  to  the  work  or  management  of  this  Asso- 
ciation; or  favor  for  those  who  contribute  money  for  its  sup- 
port. The  Annual  Conference  will  be  the  means  used  by  the 
Association  for  carrying  into  practical  effect  its  purpose  to 
secure  an  expression  of  opinion  that  will  formulate  and  announce 
the  best  informed  economic  thought  and  ripest  administrative 
experience  available  for  the  correct  guidance  of  public  opinion, 
legislative  and  administrative  action  on  all  questions  pertaining 
to  State  and  local  taxation,  and  to  interstate  and  international 
comity  in  taxation. 

Sec.  8.  The  temporary  and  permanent  chairman;  secretary 
and  official  stenographer;  address  of  welcome  and  response 
to  the  same;  meeting  place,  accommodations  for  delegates, 
and  all  necessary  preliminary  details  for  each  Conference,  and 
also  the  program  of  papers  and  discussions,  shall  be  arranged 
for  the  Conference  by  the  Executive  Committee  of  this  Associa- 
tion, in  cooperation  with  a  local  committee  and  such  other  com- 
mittees as  it  may  appoint.  All  other  details  of  the  organization 
and  work  of  the  Conference  shall  be  arranged  by  the  delegates 
present  in  such  manner  as  they  may  from  time  to  time  decide. 
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Article  VII 

ANNUAL   AND   SPECIAL  MEETINGS   OF  THE    ASSOCIATION 

Section  1.  The  annual  meeting  of  the  Association  shall  be 
held  on  the  day  next  following  the  day  of  the  last  session  of  the 
Annual  Conference  at  the  same  place  at  which  the  Conference 
was  held,  and  at  such  hour  as  its  Executive  Committee  may 
determine.  A  sixty  days'  notice  shall  be  given  to  all  members 
of  the  time  and  place  at  which  each  annual  meeting  is  to  be 
held. 

Sec.  2.  Special  meetings  of  this  Association  may  be  held  at 
any  time  and  place,  when  called  by  its  Executive  Committee. 
At  least  thirty  days'  notice  shall  be  given  to  all  members  of 
each  special  meeting,  which  notice  shall  specify  the  purpose  for 
which  the  meeting  is  called,  and  no  business  shall  be  transacted 
at  such  meeting  other  than  that  specified  in  the  call. 

Sec.  3.  A  majority  of  all  members  and  delegates  representing 
afl&liated  associations  registered  as  being  present  at  any  annual 
or  special  meeting  of  this  Association  shall  constitute  a  quorum 
for  the  transaction  of  business,  but  such  quorum  shall  at  no 
time  be  less  than  fifteen,  and  whenever  the  attendance  of 
members  and  delegates  exceeds  one  hundred,  twenty-five  shall 
constitute  a  quorum. 

Article  VIII 

OFFICERS   AND   EXECUTIVE  COMMITTEE 

Section  1.  The  work  and  affairs  of  this  Association  shall  be 
administered  by  a  President,  a  Vice-President,  a  Secretary,  a 
Corresponding  Secretary,  a  Treasurer,  and  a  Vice-President  and  a 
Corresponding  Secretary  for  each  National  Government  repre- 
sented, who,  with  six  other  members,  shall  constitute  an  Execu- 
tive Committee,  all  of  whom  shall  be  elected  by  the  Association 
at  its  annual  meeting  to  serve  for  one  year  and  until  their 
successors  are  duly  elected.  Five  members  shall  be  a  quorum 
of  the  Executive  Committee. 

Sec.  2.  The  terms  of  all  officers,  the  members  of  the  Executive 
Committee,  and  of  the  members  of  all  Standing  Committees 
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created  by  this  Association,  shall  begin  thirty  days  after  the 
date  of  its  Annual  Meeting. 

Sec.  3.  A  vacancy  in  any  office  or  in  the  membership  of  the 
Executive  Committee  or  of  any  Standing  Committee  may  be 
filled  by  the  Executive  Committee  for  the  unexpired  term. 

Article  IX 

DUTIES   OF   OFFICERS    AND   COMMITTEES 

Section  1.  The  officers  of  this  Association  shall  perform  the 
customary  duties  of  their  respective  offices,  and  such  other 
duties  as  may  be  assigned  to  or  required  of  them  from  time  to 
time  by  its  Executive  Committee,  or  by  the  Association. 

Sec.  2.  If  compensation  is  paid  to  any  officer  of  this  Associa- 
tion, the  amount  thereof  shall  be  fixed  by  the  Executive  Com- 
mittee, and  payment  shall  be  made  only  as  authorized  by  this 
Committee. 

Sec.  3.  The  Executive  Committee  and  all  Standing  Commit- 
tees created  by  this  Association  shall  perform  such  general  and 
special  duties  as  may  be  assigned  to  them  by  the  Association. 

Sec.  4.  Such  Standing  and  Special  Committees  may  be  created 
from  time  to  time  by  this  Association,  or  by  its  Executive 
Committee,  as  may  be  deemed  necessary  for  the  efficient  pro- 
motion of  the  work  being  undertaken.  All  Committees  ap- 
pointed by  the  Association  shall  report  to  the  Association. 

Article  X 
financial  management 

Section  1.  This  Association,  its  Executive  Committee,  or 
any  of  its  officers,  agents  or  employees  shall  have  no  power  to 
contract  a  debt,  or  liability  of  any  kind,  for  which  the  Asso- 
ciation or  its  members,  collectively  or  individually,  can  be  held 
responsible,  in  excess  of  the  amount  of  its  funds  available  for  the 
payment  of  the  same. 

Sec.  2.  The  fiscal  year  of  the  Association  shall  begin  with  the 
first  day  of  the  month  of  September  and  end  with  the  last  day 
of  the  month  of  August  in  each  year. 
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Sec.  3.  The  accounts  of  the  Association  for  each  fiscal  year 
shall  be  closed  on  the  31st  day  of  August  in  each  year.  They 
shall  be  audited  by  a  chartered  or  certified  public  accountant, 
who  shall  certify  to  the  correctness  of  the  financial  reports 
submitted  to  the  Association  at  its  annual  meeting. 

Ahticle  XI 

GENERAL   OFFICES    AND   LIBRARY 

Section  1.  UntU  othervnse  directed  by  the  Association,  its 
general  offices  and  library  shall  be  established  and  maintained 
at  Columbus,  Ohio,  U.S.A. 

Sec.  2.  This  Association  shall  accumulate  and  properly  in- 
dex, as  rapidly  as  its  funds  will  permit,  a  reference  and  circu- 
lating library  which  shall  contain  one  or  more  copies  of  every 
useful  leaflet,  pamphlet,  address,  document  and  book  on  the 
subject  of  State  and  local  taxation.  As  far  as  is  possible  with 
the  funds  available  for  the  purpose,  this  library  shall  be  kept 
continuously  written  up  to  date  and  indexed  so  as  to  enable 
its  custodian  to  supply  on  application  correct  and  full  reference 
to  all  authorities  on  any  phase  of  the  subject  of  State  and  local 
taxation,  the  decisions  of  courts,  the  statistical  results  of  taxa- 
tion laws  and  of  changes  made  in  such  laws  from  time  to  time. 

Sec.  3.  The  services  of  this  library  shall  be  without  charge 
to  all  members  of  this  Association  and  to  all  legislative,  execu- 
tive and  judicial  officers  of  States  and  of  their  political  subdivi- 
sions, and  to  every  person  desiring  to  study,  discuss  or  speak 
upon  any  feature  of  the  subject  of  State  and  local  taxation. 

Article  XII 
proceedings  and  publications 

Sbction  1.  At  each  annual  meeting  the  Association  shall 
elect,  or  authorize  its  president  to  appoint,  a  standing  publica- 
tion committee,  under  whose  supervision  a  full  report  of  the 
proceedings  of  the  Annual  Conference  last  held  shall  be  edited 
and  published.  This  committee  shall  also  edit  and  supervise 
the  publication  of  all  reports,  pamphlets  and  literature  in  other 
forms  issued  by  this  ANsociation. 
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Sec.  2.  The  Executive  Committee  shall  authorize  the  terms  of 
sale  or  of  distribution  of  all  publications  issued  by  this  Asso- 
ciation. 

Article  XIII 

BY-LAWS 

Section  1.  The  Executive  Committee  is  authorized  to  formu- 
late, adopt  and  from  time  to  time  amend,  such  by-laws  as  it 
may  deem  necessary  for  the  good  government  of  the  afifairs  of 
this  Association,  and  of  the  official  conduct  of  its  officers  and 
committees. 

Article  XIV 

AMENDMENTS 

Section  1.  This  Constitution  may  be  amended  at  any  an- 
nual or  special  meeting  of  this  Association  by  a  two-thirds 
vote  of  all  members  and  delegates  representing  affiliated  asso- 
ciations present,  provided,  the  full  text  of  the  amendment 
shall  have  been  submitted  to  the  membership  by  the  Executive 
Committee  or  by  the  member  or  members  proposing  the  same 
at  least  thirty  days  before  the  date  of  the  meeting  at  which 
such  proposed  amendment  is  acted  upon. 

Article  XV 

ADOPTION   OP   THE    CONSTITUTION 

This  Constitution  shall  be  submitted  for  adoption  to  such 
persons  as  may  be  present  at  the  annual  meeting  to  be  held  in 
Toronto,  Ont.,  on  October  9,  1908,  who  shall  have  previously 
subscribed  and  paid,  during  the  year  1908,  two  dollars  or  more 
for  the  support  of  this  Association. 

Upon  the  adoption  of  this  Constitution  all  persons  who  shall 
have  previously  subscribed  and  paid,  during  the  year  1908,  two 
dollars  or  any  larger  amount  less  than  ten  dollars  for  the  sup- 
port of  this  Association,  shall  thereby  become  Active  Members 
of  this  Association,  with  dues  paid  for  the  year  1908;  and  all 
persons  who  shall  have  previously  subscribed  and  paid,  dur- 
ing the  year  1908,  ten  dollars  or  more,  for  the  support  of  this 
Association,  shall  thereby  become  Sustaining  Members  of  this 
Association,  with  dues  paid  for  the  year  1908. 
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♦General  Property  Tax  as  a  Source  of  State  Revenue. 
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